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THURSDAY, JULY 29, 1954 


House or REPRESENTATIVES. 
SUBCOMMITTEE ON ADMINISTRATION OF THI 
INTERNAL REVENUE LAWS OF THI 


COMMITTEE ON WAYS AND MEANS, 


The subeommittes met, pursuant to notice, al L( ) 1. m.. the He 
orable Robert W. Kean chalirma ot th subco ttee ) pre a o. 
Mr. Ko AN. The subeco1 ! ttee will come to orde} 


Commissioner Andrews, we are pleased to have you appe before 
us today. 

In the committee's report hh Leet wh i@ MV Ci lleague, Mr. K 0 
was chairman, and in the report of th ommittee last autumn, 
called attention to certain practices brought he ring b 


which the paymel t of tax had been eva led We also called atten 
tion To what in effect were certall failure = ( f t hie li ternal Reve ue 
Service in allowin 





Y SUC ce 
] In ; ' 
In the 82d Congre y introduced a bill wl many } 
. . 1¢ { ‘ ] ] ¥ ; ] > ‘ aE 
ber ot ow mmittee Teli might a ad t ie internal Re venue Service 


correcting these matte Hi ever, the Ways ind Meat Ss { ommittet 
did not report the bill eu 


Last year in executive session this committee asked you whether 
vou favored enactment of such legislation. Your reply was that you 


felt laws already on the books would take care of the situation if they 
were properly administered. 

Some of the matters in which we are 
such cases as that in which the Bureau did not seem to question Henry 
Grunewald’s listing of $117,000 of income as merely “brokerage 
and commissions” without further description, the implication of the 
Cohan decision, the very excessive use of expense accounts by certain 
businessmen which inter! i] revenue did not seem to have under col 
trol in the past and requirements for taxpayers maintaining adequate 
records. 

We have felt that it is our di ty, as me mber f the Subecommittes 
on Administration of the Internal Revenue Laws, before this Congre 
adjourns to call you before us in public session for an accounting of 
how these matters are being handled now. 

We feel that testimony showing that the Tyternal Revenue Service 
will not allow such practices will have a salutary effect toward pre 
venting other taxpayers from attempting to use them. We feel tl 


part cularty nterested were 


the knowledge, if you can give it to us, that 1 practice Lr 
allowed now and will not be allowed in the fu: ure, that all taxpaver 
must pay their fair share of taxes in accordance th the law. is some 


thing that the people of this Nation will welco1 


» 
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STATEMENT OF T. COLEMAN ANDREWS, COMMISSIONER OF INTER- 
NAL REVENUE, TREASURY DEPARTMENT, WASHINGTON, D. C., 
ACCOMPANIED BY JUSTIN F. WINKLE, ASSISTANT COMMIS- 
SIONER OF INTERNAL REVENUE, AND NORMAN A. SUGARMAN, 
ASSISTANT COMMISSIONER OF INTERNAL REVENUE 


Mr. Anprews. Mr. Chairman and gentlemen of the committee, I 
appreciate this opportunity to appear before the subcommittee to dis- 
cuss what the Revenue Service has been doing in the important area of 
deductions for travel and entertainment expenses and various types of 
excessive expense accounts. The interest which your subcommittee 
has shown in these troublesome problems has been of considerable he Ip 
in the administration of the tax laws. In the report of the subcom- 
mittee issued under the direction of Chairman Kean in 1953, the sub- 
committee called to the attention of the Congress and the public the 
importance of accurate records and information in determining proper 
tax liability. In particular, your subcommittee stated, “Taxpayers 
should also keep records which would enable an examining officer to 
de ‘termine whether or not expenditure s are directly connec ted with tax- 
payer’s business activities.” 

As I understand it, this meeting of the subcommittee has been called 
today in order to obtain a report from the Revenue Service as a follow- 
up of the previous studies by the subcommittee of the differences on the 
part of taxpayers in keeping reasonable records and determining their 
liability. The Revenue Service has been much concerned with this 
problem and I personally have spoken about it in many pi irts of the 
country. We feel that the interest of the subcommittee and this oppor- 
tunity for public hearings will assist us greatly to create clearer under 
standing by the public of the requirements of the tax laws and the fact 
that the Revenue Service is maintaining intensive efforts to see that 
all citizens pay their fair share of the tax burden as imposed by the 
Congress. 

Before relating to you some of the specific cases and specific activities 
which have been our concern in recent months, I would like to review 
briefly the background of the problem as it exists under the present law. 

Basically, our tax system requires all taxpayers to report as taxable 
income their gross income from all sources, and the internal revenue 
laws have always provided for deductions for business expenses in 
order to arrive at atrue net income. The present law provides for the 
allowance of deductions for all ordinary and necessary business ex- 
penses, including a reasonable allowance for salaries and traveling ex- 
penses (including the entire amount expended for meals and lodging) 
while away from home in the pursuit of a trade or business. The new 
proposed Internal Revenue Code retains substantially these same 
provisions. 

In order for a taxpayer to determine and report his proper tax 
liability he must maintain adequate records. The amount of record- 
keeping whic h is necessary depends of course upon the nature of the 
taxpayer’s activities and the extent of his business. The Treasury 
Department regulations have for many years contained provisions 
which require taxpayers to keep such records as will enable them to 
report to their Government their true income. We have reviewed on 
many occasions the matter of whether these regulations should be 
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more specific, and have concluded that the regulations are sound in 
stating the guiding principles to be applied. We could not in general 
regulations attempt to spell out in detail the type of records to be kept 
by all persons. Rather, through administrative actions and individ- 
ual cases, we have attempted to put across the need for such records 
as individual conditions warrant. 

As you know, however, the Internal Revenue Service is not the last 
word in determining either the extent to which records must be kept 
or the tax liability of the taxpayer. The actions of the Internal 
Revenue Service are subject to review by the courts. This is as it 
should be, and our administrative prac tices must be geared to the rules 
laid down by the courts, lest we fail in our basic responsibility to treat 
taxpayers fairly and require them unnecessarily to obtain from the 
courts answers which we have full administrative authority to give. 

The principal rule which has been developed by the courts in deter- 
mining the extent to which expenses will be allowed in the absence of 
records and complete substantiation is the so-called Cohan rule. This 
rule is based upon a decision of the Circuit Court of Appeals in 1930 
which has been followed by other courts throughout the land ever since 
and has determined the standard by which the Revenue Service must 
be guided. 

The Cohan rule resulted from the case of George M. Cohan v. Com- 
missioner (39 Fed. (2d) 540). It was established that while Cohan 
was ohhand to be freehanded in entertaining actors, employees, and 
dramatic critics in furtherance of the production of his plays, he kept 
no accounts of his expenditures, which were estimated by him to be in 
the neighborhood of $22,000 per year. The Board of Tax Appeals sus- 
tained the Commissioner and refused to allow him any part of this 
because it was impossible to tell how much he had in fact spent in the 
absence of any records. Upon appeal, however, the Circuit Court of 
Appeals for the Second Circuit held that absolute certainty in such 
matters is usué ally impossib ile and is not necessar V5 and that the Board 
should make as close an approximation as it could. 

Thus, the Cohan rule was established and hundreds of cases have 
been closed where inadequate records have been kept by taxpayers by 
invocation of the rule that absolute certainty of substantiation in any 
transaction is not necessary. 

In its report in 1953 this subcommittee made the following com- 
ment: “The subcommittee believes that the Cohan rule allows the 
indifferent taxpayer to shirk the burden of assisting the Government 
in determination of his tax liability by keeping reasonable records of 
his deductible expenses.” I would be less than frank with you if I did 
not indicate that the Cohan rule has made the work of the Revenue 
Service more difficult. We are const: intly faced with the prob lem, 
under the doctrine of that rule, that the taxpayer who establishes a 
relationship between an expense and his business is — to some 
deduction even though he may not be able to substantiate i 

The task which faces the Revenue Service in such cases a basically 
twofold: 

First, the examining officer must determine the items claimed as 
deductions which may be questionable because of inadequate sub- 
stantiation. This is frequently difficult in view of the tendency to 
lump many items together on tax returns and on the books of the 
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taxpayer under such general headings as sales expenses, business 
entertainment expenses, etc. Within such general headings, items 
such as personal travel expenses for the benefit of individuals may 
be detected. The first and immediate consideration is whether any 
expenditure was actually made and, if so, the amount thereof. We 
seek to obtain reasonable substantiation dependent upon the nature 
of the item itself. 

The second problem is whether the item is so directly related to 
the business of the taxpayer that it is proper to be treated as an 
ordinary and necessary business expense. While we do not attempt 
to tell any businessman how he should run his business, we must under 
the statute determine that — nditures are ordinary and necessary 
business expenses in order to be deductible. Thus, an expenditure 
by a corporation which is not = ordinary and necessary business 
expense of the corporation may be disallowed, and payments to stock 
holder officers, ( ‘laimed to be compe nsation, may mM fi ct be diy ide nds 


and nondeductible to the extent they are in excess of reasol able 
compensation. In a few minutes I would like to give you some spe- 
cific examples ot the type of expenditures VW hich some businesses h: ave 


attemy ted to claim. 

I aes attempted to give you this broad outline of the aspects of 
this proble m under existin a law in order to indicate the many rami- 
fications and the extent of the problem as we see it in the Revenue 
Service. Now I would like to tell you some of the things we have 
done about it. 

First of all, we believe that the great majority of the taxpayers 
of this country are honest and conscientiously try to ascertain and 
report their taxable income. Accordingly, we have directed our ef- 
forts toward creating a better understanding by taxpayers of their 
responsibilities to submit accurate and fair returns. As you know, 
[ have traveled throughout the country and in meetings before im- 
portant groups of taxpayers and tax practitioners have called atten- 
tion to this topic as it affects all taxpayers. IL have particularly 
stressed the fact that the Revenue Service is concerned with excessive 
expense accounts and similar items and that no ti —— has the right 
to make his fellow citizens pay part of his tax bill by claiming 
deductions to which he is not entitled. 

We have also issued instructions to all employees of the Revenue 
Service, and these instructions have been made public, calling atten- 
tion to our policy concerning substantiation of the deduction of such 
items. ‘These instructions make it clear, I believe, that while we want 
to be as fair as possible to all taxpayers we do expect to enforce the 
law and if it appears to us that criminal fraud has been committed 
then we must take steps toward prosecution. 

We have also made use of the authority which we have under the 
existing law to notify taxpayers in those cases in which we find they 
are not kee ping records adeqn late to determine their proper tax lia- 
bility. While this authority has long existed, it was previously 
re served only to the national office of the Service and was little used. 
We have now authorized the field officials in the Revenue Service who 
are at the point of ¢ losest contact with the ti: ixpaye rs to prepare and 


issue notifications to taxpayers where they find that returns are not 
} 


being properly prepared because of inadequate records. 
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Finally we have made surveys to determine the nature of deductiot 5 
which may be improperly claimed und the extent of the problem in 
order that we may be constantly alert to the scope of the arobie and 
report to the Congress and to the people our findings with respect to 
the extent of the indifference on the part of those few who are failing 
to properly discharge their tax obl vations. 

Now, if I may, I would like to give you some specific instances which 
we think will illustrate the particular abuses that exist and the actions 
that the Revenue Service is taking to correct them. 

Mr. KEAN. The bell has rung’ over there, al ad | think t | at we W 1] 
have to have a recess on r about 10 or 15 minutes 

Mr. SapuaK. Mr. Chairman, make it 20 minutes, and then we will 
have a chance to — over and back. 

Mr. Kean. All right, 20 minutes. 

Mr. Anprews. All right, sir. 

(‘Thereupon a recess Was taken pursuant to which the follow ng 
occurred :) 

Mr. Kran. Mr. Andrews, before you go any further I want to ask 


a question with reference to your statement. On pay 7 you say: 


We have now authorized the field officials in the Revenue Service who a 
the point of closest contact with the taxpaye prey s fi 5 
to taxpayers where they find that returns n ng pe prepared bet f 


of inadequate records 


What is the legal effect of those not fieations 2 If the taxpayer 
AVS NO attention to it, what happet 34 

Mr. Anprews. I am afraid I will have to ask Mr. Sugarman to give 
an answer tothat. He can answer it better than LI. 

Mr. Kean. Will you identify him for the record ¢ 

Mr. Anprews. Mr. Norman Sugarman, Assistant Commissioner in 
charge of technical matter 

Mr. Sugarman. Mr. Chairman, a willful failure to comply with the 
rules and regulations is a misdemeanor However. the more im- 
portant aspect of it is that a person who would willfully fail to keep 
such adequate records would be a person we would also want to in 
vestigate from a fraud aspect and then you wo ild have failure to pay 
the full tax and willful attempt to evade the tax. I think I have to 
answer the question this generally because the cases will vary in 
degree and depend on their own particular facts. 

Mr. Kean. If you send a notice, this notice that we are talking 
about. a notification, that the people ought to keep adequate records 
and they do hot do SO and pay no attention to 1t. it 1S a misdemeanor 
and you can bring them up to court for it / 

Mr. Sugarman. Yes, sir; but there is no procedure equivalent to 
what nicht be a contempt proc eedit if to Torce him to keep books ind 
records. He is only sub ject to the tax pel Ity for fa lure LO } Ly 
the tax. 

Mr. Kean. Also, Mr. Andrews, you discuss the Cohan decision, and 


you explain the difficulties under the Cohan decision. You did not 
gvovery clearly into exactly what the effect ot the de sion 1s. I under 
stand some decision has heen made that ha somewhat mod fied the 


so-called Cohan decisi mn. 


0744—54 2 
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Mr. Anprews. There have been a number of decisions rendered by 
the Tax Court since the Cohan decision was handed down which I 
would say gener: ally put into effect the policy vy laid down by the court 
in the Cohan decision. They do not modify the Cohan decision, but 
rather they serve as a guide to us as to what the court would accept 
in cases where we feel we have to proceed with a disallowance of 
some kind. 

Mr. Kean. The Tax Court could not, of course, modify a Supreme 
Court decision, but they make regulations as to exactly what they 
think the Supreme Court meant 4 

Mr. Anprews. Let us be specific about it. There was one case that 
comes to my mind that I happen to be a little familiar with because it 
struck me as rather interesting. It is the Sutter case, S-u-t-t-e-r. In 
that case the Tax Court undertook to determine what part of certain 
expenses could be allowed and what part could not he allowed. In 
the Cohan case the court said: If a person claims deductions he has not 
substantiated but which nevertheless are common to the type of busi- 
ness in W hich he is engaged, you cannot disallow them because he does 
not substantiate them. You have to give him some credit for a rea 
sonable amount. <As I recall, in the Sutter case there was an applica- 
tion of that principle. We would have done that, as a matter of fact, 
without any law to guide us, and we have done it. In our instructions 
to our own people we have told them they do not have to have docu- 
mentation for an expense. Of course, documentation is desirable as 
the best type of substantiation, but on the other hand, if the tax- 
payer has a credible story concerning a particular item that is not 
substantiated, they are authorized to make an appropriate allowance 
for it or allow the whole thing. It depends how they feel about it 
after they have heard the taxpayer’s story. That, in my opinion, is 
just commonsense tax administration. We do not need a law to do 
that. 

Mr. Kean. What would the Internal Revenue Service do today if 
something came up in exactly the same form as the Cohan case came 
up? You open somebody’s return and the same situation exists as 
in the Cohan case, where $22,000 was reported as a deductible expendi- 
ture without any possible guidance as to what the expenditures were. 

Mr. Anprews. We would, under our own rules and procedures and 
the Cohan rule, undertake to determine what is a reasonable amount 
to be deducted of the amount the taxpayer is claiming. We may agree 
that the whole thing is deductible or we may decide that only a part 
is deductible. We would undertake by the best evidence we could 
get to decide what is a fair figure to allow. For instance, if you care 
to have me do so, I will read or file with the committee a copy of 
mimeograph No. 54-92, which covers the whole matter of substantia- 
tion and allowance of deductions claimed under section 23 (a) ta), 
and which was published as Revenue Ruling 54-195, in the Internal 
Revenue Bulletin for June 7, 1954, at page 4. 

Mr. Kean. It will be inserted in the record. 

(The document referred to is as follows:) 


INTERNAL REVENUE CODE 


Guides to be used by internal revenue officers in determining, in 
accordance with commonly-recognized business practices, the allow- 
ability and also the amount of travel, entertainment, and other 
business expenses, 
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SEcTION 1. PURPOSE. 

The purpose of this Revenue Ruling is to clarify Internal Revenue Service 
policy so as to promote uniformity in the application of the law and regulations 
to questions relating to the substantiation and allowance of deductions claimed 
under section 23(a) (1) of the Internal Revenue Code 


Sec. 2. PERSONAL AND FIcTITIOUS EXPENSE DEDUCTIONS 





It appears that some taxpayers are erroneously claiming personal, living, or 
family expenses as business deductions. Also, instances have been found in 
which taxpayers have claimed fictitious deductions, or have otherwise made 
excessive claims with willful intent to defraud. Since the law specifically pre 

vides that only ordinary and necessary trade or business expenses properly may 





be claimed as deductions under section 23(a) (1), it follows that each taxpayer 
has the responsibility to claim as deductions only those items which the law 
so describes It follows also that each representative of the Commissioner of 
Internal Revenue has the responsibility to make certain that no nondeductible 
items are allowed. Thus, each internal revenue agent is charged with the duty 
of closely scrutinizing claimed deductions for business expense and dealing 
appropriately with instances where personal expenses are claimed as business 
deductions. In any instance in which the examination of an income tax return 


s have been claimed, the case will be dealt with 





reveals that fictitious deduction 
in accordance with the appropriate established procedures 


Sec. 3. ORDINARY AND NECESSARY BUSINESS EXPENSES 


O01. In the verification of deductions claimed for expenses paid or incurred 
f 


in connection with a taxpayer's trade or business, problems constantly arise with 
respect to the verification of those deductions which are based upon a substantial 
number of small items of expenditure since they often are not susceptible of 
complete substantiation by documentary evidence rypical of the deductions in 


} t ] 


which such questions arise are those for traveling and entertainment expense 

.02 This Revenue Ruling is not intended to require or permit that the tax- 
payer be relieved of the burden of proof in such matters nor to sanction any 
failure to comply with the record-keeping requirements of the law and regu 
lations. It deals primarily with problems of evidence and its evaluation that 
are encountered in every day, practical administration of the tax laws. In 
connection with the consideration of deductions for items such as triveling and 
entertainment expense, the examining officer should exercise caref judgment 
which will permit reasonable determinations under the law and regulations, 
provided he is satisfied that there is a proper basis for some allowance. This 
will involve consideration of such matters as the extent to which detailed veri- 
fication is required, the papers or records essential to adequate substantiation, 
and the weight to be accorded oral statements and explanations. Such elements 
necessarily will vary according to the nature and relative tax importance of the 
items involved and the general circumstances surrounding the entire case 

.03 Close approximations of items not fully supported by documentary proof 
can very frequently be reached by reconstruction through resort to reliable 
secondary sources of information and collateral evidence. For example, in 
connection with a claimed item of traveling expense it might be possible for a 
taxpayer to satisfy the examiner that he was in a travel status a certain number 
of days out of each month or year but impossible for him to establish the details 
of all his various items of travel expense by documentary proof. In such a case 
rail fares or plane fares can be ascertained with exactness and automobile costs 
approximated on the basis of mileage covered. A reasonable approximation of 
meals and lodging might be based upon receipted hotel bills or by applying a 
daily rate (determined upon the basis of actual costs prevailing in the particu- 
lar community for comparable accommodations) to the provable days of travel. 
Items such as tips, taxi fares, and the like can be based upon a reasonable 
appropriation. 

.O4 In connection with the determination of factual matters of this type, due 
consideration should be given to the reasonableness of the taxpayer’s stated ex- 
penditures for the claimed purposes in relation to his reported income, to the 
realiability and accuracy of his records in connection with other items more 
readily lending themselves to detailed record-keeping, and to the general credi- 
bility of his statements in the light of the entire record in the case. Disallowing 
amounts claimed for such items merely because there is available no docu- 
mentary evidence which will establish the precise amount beyond any reasonable 
doubt ignores commonly recognized business practice as well as the fact that 
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of may be established by credible oral testimony On the other hand, it is 
not Service policy to allow a percentage or other arbitrarily computed portion 
of deductions of this character merely for the purpose of settlement. 

Mr. Anprews. In essence it is just what I told you. We try to 
follow a rule of reason, what a reasol able person would accept in re- 
viewing a situation such as a tax return when there is not proper 
substantiation. 

Mr. Kran. You are satisfied that no legislation is needed to partly 
overrule that decision 2 

Mr. Anprews. I do not feel that it is, personally, Mr. Chairman. 


My feeling, broadly, Is this, and it Is eed upon experience In tax 
administration at State and local levels. Whenever you administer 
a tax law in a manner that convinces the public, the people that have 
{0 pay the taxes, that you are trying to be fair, that you are not voing 
to @ive any favor to anybody and that where there is a doubt and it 


in favor of the taxpayer gene} lly you are going to construe lit in 
s favor, you are going to get, 1 a situation of that kind, a sufficiently 
high level of voluntary d sclo ure and voluntary compliance with the 


} } ] ] 


tax laws that these problems such as we have been talking about will, 


for all practical purposes, disappear. 

Mr. Kran. Confidence by the public in the administration will cure 
most of the trouble? 

Mr. ANprews. I unhesitatingly state that is the most powerful fac 
tor in tax administration. 

Mr. Kran. That is true of 99 percent of the people, but we always 
have difficulty with that 1 percent or less. 

Mr. Anprews. Of course, we have difficulty with that 1 percent, 
but we do not temporize with them, and that is one of the factors in 
creatil 


Vou Wi 


g¢ confidence on the part of the other 99 percent. If they know 

1] deal with the transgressor without any equivocation, you 
build their confidence that much higher. 

I started to say a moment ago that the best administered tax laws 
of any adm nistrative unit I know of in the country is probably the 
least formal, but it is without question one of the fairest. 

Mr. Kean. You may start in and give some of the cases you wanted 
to discuss. 

Mr. ANprews. I thought, Mr. Chairman and gentlemen, that it 
would be particularly interesting and perhaps enlightening to deal 
with specific cases. We are not going to call any names, not because 
it would be illegal, necessarily, to do so because in some of these cases 
the facts have become public in the normal course, but I think if we 
deal with sper ifie facts here from the standpoint of principle that 
vou can see what we are dou gy, vou can see the ki d of problems we 
have to deal with and what we are doing about them. 

This first group of eases that I should like to tell you about is a 
group that for illustrative purposes we have denominated the life 
evcle group of cases because it takes us all the way through a variety 
of events in an ordinary lifetime and winds up with funeral expenses 
be noe charged as deductil le expenses. I think maybe you might be 
interested in them. 

Mr. Sapuak. Just as some legislation has been from the cradle to the 
orave ¢ 

Mr. Anprews. This does not start at the cradle, but it is not far 
from it. I am going to read these because I want to be accurate. 
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The first case 1s a case Ww volves the ost of a debute into 
society. This is a closed case. It was a fraud case. As Commis 
sioner of Internal Revenue and gs a man who has dealt with tax 
matters, the mere relating of the facts of th Ss case makes me bo i 
This man used 17 different methods of evasion, the chief of which 
were the withdrawing of surplus from controlled corporations by 
means of false sales of corporations, padded purchase 5, pa led com 


missions, and padded travel and entertainment expenses ei 
like to put the man ina padded cell, neidentally. 

This case relates to a yOiInt Investigation INVOLY o the tax years 1944 
to 1948, inclusive, which resulted in the conviction of the principal at 
one assistant as well as the recommenaatlo for a nent of Dace 
and penalties in excess of $3 million. I think that quite a Sizal 
amount of money. 

Phe case was initiated in September 1948. It was finally completed 
in August 1952. During the 4-year investigatio und I think may 
I should say by Way ot nterpolat on at this point that that prob h 
sounds like all aw fully loi © investigation to you, id scalar frequ : 
in these eases involv he fraud there is not a y open written book to 


goby. You just have to dig out everything that you find and the trail 
sometimes 1s pretty lor g,as vou W il] see in this case. 

During the t-vear investigation intensive nquiries were mac 
through Canada, Mexico, and various parts of the United States. On 
July 9, 1953, special agents obtained an indictment charging the tax 
payer 1n three counts with evasion of Caxpayments for the tax year 
i946. On July 21, 12 days later, the taxpayer was found guilty, 
sentenced to 6 months—IL want you to notice the sentence—probated 
for | day, suspended and fined $20,000, $10,000 for each of 2 count 

This man organized and controlled 16 corporations in the United 
States and Mexico, and his arithmetic was off by one. He had one 
more evasion method than corporations. 

Gentlemen, that case is a good illustration of one of the unfortunate 
problems that we are up against which I have mentioned to other com- 
mittees, to the Senate Committee on the Judiciary, for instance. 
Here is a man who committed 17 different types of evasion. We had to 
travel to Mexico, Canada, and in the United States to track down 
what he did to cheat the rest of the people of the United States. He 
was convicted and vet here is his sentence, 6 months, probated for 1 
day, suspended, and fined $20,000, 

Mr. Kean. When was that sentence handed down ? 

Mr. Anprews. July 1953. 

Look at an example of the type of expense cl 
This is where this cycle begins. 

Mr. Kran. Is that the same case ? 

Mr. Anprews. Yes. The taxpayer claimed in 1947 ove1 ~o,VUU TO 
defray the cost of his daughter’s debut in society. 

Mr. Bocas. He claimed that as a business deduction ? 

Mr. Anprews. Yes, “to meet the right people.” This amount 1 
cluded $1,400 for liquor, $3,000 for landscaping, $1,800 for country 


a med as a ded ction. 


club expenses, and $2,000 for music. Maybe the “right people” were 
not the right people after all. 

That is a case, a pretty bad one, I think, but it shows you the limits 
to which some people will avo, that 1 percent you are talking abo it, 
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Mr. Chairman, and after all, we in the Revenue Service, a pretty im 
portant part of our job is to protect that other 99 percent against this 
1 percent that gets off base. That is why we spe nda lot of money in 
our enforcement program, because we feel every time we turn up a 
fellow like this we are paying every other taxpayer a dividend. 

Mr. Kean. That isright. That brings up the question of the courts 
and the amount of time that these people are required to serve who 
are guilty. Of course, that is none of your business. You hand it 
over to the Justice De partment, and the courts or the judiciary do 
what they wish, but it is very important from your point of view 
that these people have sufficient sentences to deter other people from 
doing the same ee As far as New Jersey is concerned, I know 
that certain judges 1 1 New Jersey have been giving pretty stiff sen- 
tences late ly for tax evas lons, whic h p leases me ve ry mue h. As far as 
the general condition in the United States is concerned—I know it is 
spotty—are the sentences for longer terms now than the Vy us sed to be, 
or are the Vv still these 6-month and 3-month te rms and suspe nsions 
and various things that we have heard about when the committee was 
Wn ession be fore? 

Mr. Anprews. I think we could say that there has been some im- 
provement in the reaction of the courts to these people when they are 
proven guilty. When I first came in the office, there was a very dis 
couraging percentage of cases where no sentence at all was given, or a 
very short sentence. I remember one case pé articul: irly that aroused 
my interest was one in which the man was given a 3- month sentence, 
suspended, $2.500 fine, remitted. I remember writing on the re port 
in the case “W hy did we go to the expense of trying this fellow.’ 

Now there has been some improvement. The press has taken notice 
of this situation in news articles and editorials and complained about 
it. I think there has been some response to the effort to change it. 

The thing that disturbs me is this: If we do not take in the courts a 
sufficiently strong attitude toward people who are proven guilty, then, 
of course, we negative everything that is done by us and the Depart- 
ment of Justice. But more important than that and much more 
serious than that is the tendency to give light sentences encourages 
evasions. 

Mr. Kran. Of course. 

Mr. Anprews. And builds up resistance to your revenue laws which, 
in my opinion, could constitute a greater jeopardy to the success of 
this whole revenue system than any other one thing I know of; be 
cause that sort of soft attitude toward the man who deliberately sets 
out—I emphasize that, deliberately sets out—to cheat all the rest of 

fellow citizens—a soft attitude toward that sort of fellow makes 
tax evasion socially acceptable. 

And as you gentlemen well know, when you get into a situation 
where your voluntary compliance, which is the foundation of our sys- 
tem and has been with all kinds of income tax systems that were ever 
tried anywhere in the world—once voluntary compliance gives way 
to socit al acceptance, you get tO percent compli: ince, 60 percent com- 
pliance, and I recently read of one situation where there was only 10 
percent compliance, and then the revenue system breaks down and 
the government system follows it and somebody has to take care of 
that nation. 
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My feeling is there is not going to be any M: irshall plan to look after 
us: so we have to be doggone sure that ours does not break down. That 
is the way I feel, and we have to have a tough attitude toward the 
deliberate criminal. 

Now the man who makes a mistake—I am not talking about him, 
but the fellow who tries to set out and unload his burden or the shoul- 
ders of everybody else is not entitled, in my thinking, to anything but 
tough treatment, and that is what we propose to give him. 

We recommend to the Department of Justice: we Say “Here is @ 
ease we think ought to be prosecuted.” They may disagree with us. 

If they do, usually it is because they make a better judgment of the 
ogee Utisated ui teoaicat dint case than we make. But we seldom 
ever quarrel with them as to hits they are right, or we are. In 
other words, they are the ones who have to try it and it is up to them 
to prosecute. If they prosecute and get the man convicted and then 
the judge smacks him on the wrist sort of gently and inferentially says 
to him “Now do not do this again,” vour whole program of enforce- 
ment breaks down right at that point. 

Mr. Boaes. What country was it that had such a lax compliance? 

Mr. Anprews. That was pub lished in the newspapers, but I would 
rather not answer the question, because I am afraid I might get criti- 
cized for saying something about another government. I do not mind 
stating privately; I will give it to you privately. The president of the 
country announced it. 

Mr. Kean. Of course if a man thinks he can save $25,000 and the 
worst he could get is 8 months time in jail, if he has a gambling spirit 
and is inherently crooked, he is willing to do it. 

Mr. Boees. This man had, did you not say, $3 million ? 

Mr. Anprews. $3 million. 

Mr. Bocas. That is quite a bit, and he got 1 day. 

Mr. ANprews. Probation and 1 day. That is one kind of case. 

We have another one here. This one involves a wedding reception. 
This company makes shoe novelties and ornaments. The treasurer of 
this company was the majority stockhol ws of the corporation and 
formul: ited its polici ies. He decided to use his d: ughte rs prospec tive 
wedding as a means of entertaining the corporation’s business cus- 
tomers: therefore the 320 guests included 90 customers or prospective 
customers of the father of the bride. After the wedding, there was 
a dinner and reception pa 7 guests in the main ballroom of a fash- 
ionable hotel. This $4; — bill was paid by the corporation and 
deducted as travel and e nte oes expense. An orchestra furnished 
music and a bill for $450 was also paid by the corpor: ation and deducted 
as traveling and entertainment expense. Liquor bills totaling $1,468.50 
were paid and deducted by the corporation as “shop expense.” 

The Internal Revenue Service was sustained by the Tax Court in 
its disallowance of the deduction of these expenditures. In its opinion, 
the court stated that in paying the wedding bills the corporation acted 
as the “father of the bride”: that since the majority stockholder was 
the father of the bride, the expenses of the weddin ¢ were his personal 
expenses and were not dedue tible by the cor poratio 

That was the situation when we went into a Tax Court. This 
gentleman felt so strongly about it that he felt he wanted to have a 
court review. The court did review it and decided against him. That 
was a civil case, not a fraud case. 
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Mr. BYRNES. You disallowed the deduction to the corporat on ll 
that case and the court upheld it, but was anything further clone about 
t ¢ Did they charge that a neome to the majority stockholder / 


Mr. Anprews. I do not remember whether these expenses were 


treated as a dividend to that stockholder, or not, in this particular 
Case; but In cases of this kind we ordinarily welgh the question oO! 
Whether this al suallowance wo ild he nceome to the rec pi it. 


Mr. Byrnes. Generally it is, is it not? I mean where the corpora 
tion takes credit and cons ders on it books a particular item as ex 
pense, but vou clisallow it, that means it Is not really an expense item 
but 1s money paid to somebody for some purpose other than an ¢ Xpense 
of the business. 

Mr. Anprews. That is right. 

Mr. Byrnes. So it must be income to som body. 

Mr. ANDREWws. It is income to somebody. 

Mr. Byrnes. But that person would not necessarily have reported 
it as income; they would have thought by the original deduction they 
were getting by with it as an expense ol the corporation. 

Mr. ANpRI WS. He would not have reported it, as the corporation 
took it as an expense, so he would not have picked it up; he would not 
have considered it a income: but 1f our people were on their toes in 
the handling ot this case they probably did assess him: they charged 
it to him as dividends, because he was the principal stockholder: or 
the \ might have charged it to him as additional expense except, it they 
did that, and it did not qualify as additional expense, then it would 
be salary to him and taxable to him and deductible to the corporation 
probably. 

There are some rather fine questions involved. You cannot say it 
would be exact ly that way, necessarily : there are a dozen questions that 
would arise. In other words, if you charge it to one person as income, 
is it deductible to the person paying it. Generally speaking, the an 

wer is yes, but you cannot make a categorical statement as to the 
eifect: because there are things that would affect it which would 
change the answer to no. 

Mr. Byrnes. When you have a small corporation—and the most of 
these, I suspect, are closely held corporations, or corporations with 
very few stockholders—there is a double-edged enforcement sword 
you have there, and | was wondering whether you were using’ both 
edges of it. 

Mr. Anprews. We do. 

Mr. Byrnes. Namely, if the disallowance of an expense is charged 
as Income to one of the stockholders, he vets the advantage, and then 
he, in turn, has to pay the income tax on it. 

Mr. Anprews. Yes, we do, in that case. Here is the situation on 
that. Generally speaking in these 1-man, 2-men, and 3-men corpora 
tions, or 1-family, 2 family, and 3-family corporations, the people 
who are drawing salaries as officers are usually getting about as much 
as 1h reason they should be paid for the sery ices rendered; wherefore 
you can say generally that anything in addition that is taken out is 
in the nature of distribution of earnings, as dividends, and therefore 


are not deductible to the cor poration “ul al taxable to the indiv idual. 
Mr. Byrnes. Taxable to both the corporation as income and when 
It goes to the stockholder. 
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Mr. Anprews. When you disallow to the corporation, then it adds 
back the same as though it is income to them. 

That takes care of the second step in this life cvele here: the wedding 
reception. 

Mr. SADLAK. I would like to ask a question and I do! hot ask it to be 
facetious, but as a result of that experience are you now, or are your 
agents, checking every large wedding to see w ada expe nditures 
have been made properly for the daughter being married, or the son 
being married? I hope you are not causing a deterrent to a 

Mr. ANDREWS. We are che king a lot of th Migs tod Ly that 1 dic | hot 
use tocheck. Perhaps I could give you an illustration of the sccealnaadl 
alertness ot the Service by telling you of a little thing that happened 
recently. 

There was a fellow riding around in a pretty expensive automobile 
and one ot our people Saw him several times and Someone remarked on 
one occasion when they saw him this fellow did not look like the kind 
of man who could own that kind of automobile. and that was agreed, 
and just as a matter of curiosity and good enforcement the license 


number was looked up and the man was identified. It was found tha 
he was a member of a p ae on, although he did not look it: that he 
had a very great deal of ney stashed away in bank accounts; that 
he had substantial property, re al estate, — located and of high value 
not only in the area in which he Jived, but also in one of the famous 
resort areas, and in the nia 6 vears he had not reported as much in 
come as he had in one of these bank accounts. So that gentleman 

hecause he was making a little bit of a show of lis position got checked 


and if he does not go to jail I am going to be very greatly surprised, 
because the highest amount of tux he ever paid in any 1 year in the 
last 6 vears has been $18. 

I just mention that to answer your question and tell you that the 
Revenue Service is becoming even more alert tha t used to be nd I 


l 


think it has alwa vs bee na pretty alert organiZation: but we are aware 
of the fact you have to ti is notice of current events sometimes really 
to find situations where somebody is doing some chiseling, and we are 
trvinge to do that. 

“Mr. Boaes. But you do not check every wedding reception 

Mr. Anprews. No, I would not want to say we check every wedding ; 
but any large expenditures of money for things, such as lavish living. 
We k now today it 1s pretty hard for anvbody, no matter what then 
income, t ) spend money ‘reely except Out of cap tal O! by finding 
a ae it out of their taxes. Weare aware of the fact we have 
1 expenses of fin i some little 


a DO-DO chance In most cases OT lavis 
episode and. not overlooking ny bets, except to the extent we do not 
have manpower enough to see everything that goes on, we try to 
keep abreast as much as we can, 

Mr. Kina. The first question of Mr. Kean, I believe—and Mr. Sugar 


man, I be:ieve, answered mets wit he type of taxpayer who does 


not keep book: either because he iot capable of ke ping book 
or because he Is na business wl ‘h ma e Lhe ral we W | Sava 
eambler. Now if the counsel ( rept ntative of the taxpayer 
such a case goes into the oy bith die ( D rect ul d r’e re ¢ I 
his chent as having made so much in a given period and then pay 
or offers to pay the tax op that amount, what is t Bureau feeed with 2 


44 
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What do you do? He states he keeps no books; perhaps he 1s incapable 
of keeping books, but he does offer to pas what he considers to be 
the Government’s tax. Do you tell him that he is not conforming 
with the law in not keeping proper books on his transactions and his 
representative, or he himself, tells you he is not capable of keeping 
books and he says “T did not keep them, but here is actually what 
Lowe.” Just what is done with that taxpayer ¢ 

Mr. Anprews. Let us look at it, first of all, from the practical angle. 
It may well be that some changes could be made in the law as to 
people keeping books that would bring about some improvement in 
bookkeeping in those cases where they are hot keeping them, but 
I say very frankly I doubt that. As an accountant of nearly 40 years 
experience | think I know pre tt) well] when vou can expect people to 
keep books and when they won't. Some people just simply do not 
think books are necessary ; some do not keep them because, as one man 
said to me at one time, he did not keep books because he was pretty 
sure he was broke and he did not want to know it. There are all 
kinds of reasons why people will not comply with the rules of the 
ordinary businessman so far as recordkeeping is concerned. I do not 
think a law of any kind could force anybody to keep books who did 
not want to keep them. 

To come now to the question you asked—what do we do in a case 
like that: Very frankly, there is no perfect solution: but where we 
find a situation with that kind of person, we do not just accept what 
they say without question. Their return undoubtedly would in every 
jurisdiction of the Revenue Service be drawn for examination. The 
very size of the income perhaps as reported would probably bring that 
tbout. In any event, our people would try to find by some collateral 
methods Whethe or not the income reported was all of the Income that 
should have been reported. 

We do not always have to have perfect records in order to ascertain 
what a person’s income is. There are other ways of finding out. They 
ure not all perfect and no one of them stunding alone is perfect ; but 
combinations of them can be used sometimes to prove thing's are not 
just as they were represented. And I think on the whole, while I 
admit it is very difficult when people deal in cash and hide it away and 
do not keep any records, to determine what their income is, neverthe 
less, by and large, I feel we do pretty well with that type of case; 
because somew here, somehow . some record is made that opells the door. 

Mr. Kina. The reason I was prompted to ask that question 1s that 
about the time this committee began its work there was a w idely pub 
licized incident which took place and which caught our attention. It 
was stated in the press, 1n referring to this incident, that racketeers 
could not exist unless they had some sort of liaison or understanding 
with the Revenue Service. This was alarming to us and, I am sure, 
to the public who read it. 

This committee which was looking into the administration of the 
internal revenue laws—I happened to be chairman at the time—was 
quite interested in whether or not such a situation did exist. So much 
so, in fact, that we had our investigators look into the situation and 
question officials of the Revenue Service. The answer which you have 
given us today is about the same as that we received then—that is, that 
cetting proper books kept in some instances is difficult. The reports 
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at that time implied that the situation existed not so much perhaps 
because of difficulties of enforcement, as because of laxity and lack of 
coerce nt on the part of the personnel of the Revenue Service. It 
vas my Impression then that perhaps to a large extent the situation 
was beyond the control of the Revenue Service and it still appears to 
me, from what you say, that this m: L\ be true. It is not necessar ly, 
or even primarily, that the Service does not want to do its job, or fails 
to, because it has been our experience that generally the agents have 
gone all out to get this sort of fellow and have, in many cases, met 
with a good deal of success in finding his income. In any event, it is 
certainly a disagreeable situation to the average taxpayer—and pat 
ticularly those from whom taxes are withheld to read hewspaper 
accounts which lead them to believe that it is possible for some persons 
to do no more than five their word as to their income and then not be 
obliged to support their claims with records or proper bookkeeping. 

And one other thing that disturbs me considerably is the tax assess 
ments that are levied at times upon certain taxpayers which are 
apparently far in excess of what they should be. Then publieit 
issues on the settlement of such cases, which is disturbing to the pub lie 2 
to the effect that the Service levied on a partic ular taxpayer seve ral 
million dollars and some months or vears later the case is settled for 
a nominal sum, say, $25,000 or $50,000, There have not been many but 
there have been a few. 

I mention these things because they have been brought to my atten 
tion in meetings and l have found my self unable to mive answers that 
were satisfactory even to myself. What method is used by the Serv 
ice for making assessments? Do they, as some people think, just 
indiscriminately take out of the air a figure which they say a taxpayer 
owes and let him squirm and get out of it the best way he can, or do 
they in arriving at that figure have some basis to go on ? 

Mr. Anprews. I think we have to answer your question in terms of 
two different times: that is. what was the practice, and what is the 
practice, 

There is hot any doubt about the fact there have been a number of 
cases in which there was a hasty assessment of tax that was in excess 
of what was actually owing. Involved in that question the most of 
them are fraud cases: a great many of them are not is the questior 
frequently, of which thing are you most interested in —— on 
and conviction, or collection of the money. The poli icy up to this 
time has been to let the prosecution take precedenc e, even to the point, 
if necessary, of not making an assessment until after the prosecution 
is over. 

Very frankly, gentlemen, I do not know what the correct answer to 
that question is. I do not believe anybody does. I do say this, how 
ever. It seems to me that it is much more Important to protect the 
integrity of the income tax laws by prosecul ne those who transgress 
against them than it is to collect the money they owe: although I do 
admit that collecting the money 1s pretty Important. 

As I say, there have been cases where large assessments were made; 
undoubtedly there have ee some where a sort of sweeping approae h 


has been taken to the thing without too much té upport the amount 
arrived at and we have come finally to the question of disposing of 
civil Hability and we have found generally two things especially 
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after they have gone through prosecution. No. 1, the first question 
that arises is—was this a fair assessment: did this man really owe all 
this money; did he have all this income. Very often the answer has 


to be no. 

I remember one case, for instance, where there was a tax liability, 
as I recall, of more than half a million dollars set up against a man 
engaged in black-market operations during the war, and that tax 
hability arose from the fact he was assessed with everything he took 
in, but given no credit for what he paid out for the things he bought 
in the black market and later resold. Obviously, although he was 
engaged lan illegal operat On, he nevertheless did hot have any such 
amount of income as was assessed against him. So ¢ ventually there 
came the time to say what his income was. He did not keep any 
records of what he had spent, for obvious reasons. It was then 
finally determined that his income was a great deal less, a fraction of 
what had been charged to him. Of course his tax was proportionately 
less and when you cut the tax you cut the penalty and cut the interest, 
and the whole thing woes down very low 

Then you come to the second aspect of it. By that time the person 
1S probably In pretty bad shape. Not many of those people who live 
by their wits hold on to their gains very long. And in that particular 
case, Which is typical, the person just did not have any money; 
really destitute. And the only thing we were able to get out of him 
“at all had to be put up by his wife out of property whi ly was not given 
to her by him, but was inherited by her from her father. In that 





ie Was 





case we accepted, as I recall, $35,000 to 840,000 in settlement of a half 
a million dollar tax lability. The answer was that was just all there 
was, and we would not have gotten that if the widow had not been 
willing he had died in the meantime—had not been willing to pay 


something. 

And we are really trving not to do that in om present policy. We 
try to arrive as conservatively as we can at what seems to be a fair 
assessment. We are going to miss 1t solmefinies; we are going to miss 


it on the high side and are vroing to miss it on the low side, But we 


want to avoid, if we can, dragging this business along and having the 
public think we are giving their money away to racketeers, because 
actually we are not doing that. 

Our settlements in these cases are all very carefully handled and 
very carefully reviewed. I believe generally we get just about as 
much as one can expect, as anyone, as any prudent person can expect 
and at the same time be fair. 

I can see how the public would get a wrong impression from that, 
but there again I am atraid we come right back to where we were ul 
while ago when I told the chairman that if the public sees that we 
are honest, then that criticism will cease to exist. Of course, when we 
get letters from people asking about one of these cases, I tell them 
exactly what I am telling you now, because the taxpayer writes me 
hout it. and I feel that he has rot a rieht to know 
the answer because he is paving his bill; so I tell him the same thing 
hat Iam telling you. And I 


] ] 


] 
I 
put that question to me when |] have answered the inquiry but who 


. letter asking a 
iave not had a single person who has 


has been satistied after the answer was made. 


I have had editors of newspapers write me, and I have written to 


] | 1 


thie ist exactly as I have spoken to this committee. and many of 
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them have written editorials concurring in and approving the policy 
that we have followed. 

So lam afraid that what we are up against is in having a situation, 
Mr. King, which involves a matter of being patient until the word 
gets around as to how these things really happen and that really, after 
all, there is not any dissipation of Government money, that we are 
getting all out of the situation that anybody could expect. 

I think that the record probably would not be complete unless I 
admitted very frankly that, in my review of some of these cases. I had 
found evidence of lac k ot adequ: ite attention to the collection problem. 

We had one 2 days ago, concerning a arg ment where there was 
to bea very small fraction, perhaps a a half of L percent, ot the amount 
assessed. In my opinion, there was laxity of interest in getting on top 


1 


of the situation. On the other hand, it was a peculiar sort of thing, 
Where a man had a large income personally and poured every cent of 
it Into a business that incidentally was doing work for the Govern- 
ment, and the business was a colossal failure and he lost everything 
that he put into it. He, too, was charged with a terrific tax liability, 
himself, and could not, of course, use his losses in his business as a cor- 
poration to ottset his own personal tax liability: so, « onsequently, we 





found ourselves in the position of having to settle with that man for a 
very, very small fraction of what he was properly assessed with in 
that case, 

But [ asked our people who brought the case in—and I personally 
got into that case, and I said, “What on earth has h: ippe ned; what 
brought this about?” And they said, “Well, frankly, Mr. Commis- 
sioner, this happens sometimes in the oe process, there has 
just been a sort of letdown; we just were not on top of the situation.” 

I mention that because | would not want somebody to say to me 
later, “Why did you not te ll the committee that — ‘n you were asked 
about this question,” and I think we have to admit, as a matter of fact, 
that there has been mighty inefficient collections at times. 

Mr. Kean. Mr. Martin. 

Mr. Martin. This committee is concerned about situations that h: 
taken place where there is payment in full of an assessment, inched: 
ing penalty, and completely satisfactory settlement of the charge by 
the taxpayer; there is no disposition to advertise a case of that kind, 
is there ¢ 

Mr. ANpDREws. Oh, no. 

Mr. Martin. Have you had some instances where there have been 
violations of confidence of the tax records after there has been a full 
settlement and satisfactory settlement of the liability? 

Mr. AnprEws. None that I know of, unless it was a case that went 
to the Tax Court where the matter becomes public. 

Mr. Martin. In our proceedings our general policy is not to identify 
specific instances—and I will not identify any specific instance that 
has been brought to our attention where publicity has been given a 
full settlement of the liability ; at least information was bandied 
around considerably. 

Mr. ANpDREws. You mean one that is currently going on in your 
State / 

Mr. Marrin. Yes. 

Mr. AnprEws. Somebody in that case apparently has been talking, 
and we are trying to find out who it was. 
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Mr. Martin. I could not listen to this discussion we have had with 
out inquiring about situations where there has been full settlement 
of the tax and penalty, and yet the word got out some way that there 
had been such a payment made, including payment ot penalties. | 
wonder just what you have run into where there has been a violation 
of confidences in such dealings. 

Mr. Anprews. Mr. Martin, very frankly, I think one of the remark 
able things about the Revenue Service is that we handle nearly a 
hundred million tax returns a year, and, as far as I know, the only 
case that I have heard of in the nearly 18 months that I have been 
with the Service where there was a violation of section 55 of that 
type, is the one that you are talking about. 

Mr. Martin. That was one instance too many, was it not 

Mr. Anprews. Oh, yes; I am not condoning it: do not misunder 
stand me. But | Say to you that the people of the Revenue Service 
generally are pretty well imbued with the idea that they are sup 
posed to keep confidential what they learn as officials and employees 
of the Revenue Service. Usually when things of that kind happen, 
it is malicious. It may have been in this case 

Mr. Marrin. What is your policy with regard to the violation, 
where there is a violation of that kind, when it does come up 

Mr. AnprEWs. What do we do about it / 

Mr. Martin. Yes. 

{r. ANprEws. We start an Investigatian immediately and if we 
find the person who is guilty of it, then ne is ina pretty bad spot, 
because after all it is a violation of seetio.w 55, and that, as you know, 
is a felony, and he, of course, is subject to immediate dismissal from 
the Service. 

Mr. Martin. If there has been just one instance, you can go rather 
far in your investigat ion to locate the offender, can vou not ( 

Mr. Anprews. We are certainly trying to do so, Mr. Martin. 

Mr. Martin. I do not want to mention any names because the rules 
of procedure of this committee are against our doing so, and I do 
not care to mention any names, but we have a real interest in seelng 
that the investigation is quite thorough. 

Mr. Anprews. I can assure you that it would be. 

Mr. Martin. That is all I care to bring out, Mr. Chairman. 

Mr. ANDREWS. Mr. Chairman, would you like me to go along now ¢ 

Mr. Kean. I thought we could continue until about 12:30 o’clock. 

Mr. Anprews. If you do not mind. I would like to leave a few 
minutes before 12:30 because I have an engagement at 12:30. 

Mr. Kean. Very well, just indicate when you want to leave. 

Mr. Anprews. This is in a little bit different category, another step 
in the cycle, and concerns two related corporations directed and econ- 
trolled by one individual. The taxpayer's mother acted as an officer 
in one of them. The revenue agent tried to be pretty thorough in the 
examination, as I have indicated, and the detailed examination of 
travel for promotion, commission, and brokerage expenses of these 
corporations was made. The agents also read newspapers—they are 
human, and taxpayers to. Reference to certain newspaper articles, 
along with the expense accounts examination, revealed that amounts 
claimed as deductions included a trip to the Kentucky Derby, a por- 
tion of the expenses of the taxpayer’s honeymoon, expenses of extended 
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{rips to Florida by the t: IXpayel and his mother, and other similat 
expenditures. The sum of 822,500 was disallowed to the ae ations 
and added to the incomes of the individuals, since a pe rsonal benefit 
had been derived from these expenses. 

You can see here, Mr. Byrnes, this was a case where, by virtue of the 
ownership, the corporation was disallowed the deductions and the 
individual here was charged with 

Now, we have another short case, a short resume here, where the 
corporation maintained a beach house for so-called business purposes 
but the examining officer found that storm losses and other expenses 
attributable to the beach house were to high by $3.571.65 in 1950 and 
by $9,564.27 in 1951. 

The agent also disallowed as corporate expenses wedding oifts of 
£500 to the daughter ot the vice president and Sd00 to the fiance of 
the son of the vice president, since these oifts were in fact. cash pay 
ments by the chairman of the board and could hardly be considered 
ordinary and necessary exXpenses otf the corporation. 

Then we have another one here that is relatively short, that relates to 
an investigation by a special agent resulting in a recommendation 
of assessments of taxes and penalties in excess of $500,000 and prosecu 
tion. 

After an extremely le nat and bitter trial, the taxpayer was found 
guilty and sentence “i to a jail sentence of 18 months, plus $50,000 fine 
In this case, you see, we are vetting more clirectly down to the reali 
ties. This sentence, also had the effect of starting disbarment pro 
ceedings against him who was a professional man. 

And in addition to his lucrative business, the taxpayer and his wife 


operated apartment houses and other business ventures. Besides fail 
Ing to re a income, a » padded thre ec Xpenses of his apartment house 
projects | \ = arging person: i expe nditures thereto As an example 
he wrote off as a business expense a gymnasium and a swimming pool 
in his re cai le home ‘ He also ae as business expenses boxing 


and tumbling lessons for his sons; the support of his parents, as well 
as jewelry for his wife was also charged as business expense. 

Now, of course, you could understand why we would have prose 
cuted that case with all of those things: it was done by a man who 
should have known better. but it just shows you the extent to which one 


will sometimes 20. 


Here is a rather interesting one which involves a partnership. A 
arty was given at a large hotel in connection with the religious con- 
] £ g 
firmation of the twin sons of one of the two partners. ‘Two hundred 
and eighty- one eae attended this affair and the bill was nearly 
$20,000, picked up by the partnership. Accordingly, since many of 


the guests were customers or potential customers of the partnership, 

. part of the cost of the party was deducted as travel and entertan 
ment expense on the return filed by the partnership for 1951. 

We have taken the position that this expenditure was purely pet 
sonal in nature and had no connection with the taxpayer’s business 

One of the distressing things about some of these things seems to 
be that things that are sacred seem to be thrown into this category of 
illegal deductions. I say illegal, because, surely, most business people 
ought to know better than to try a thing of that kind. 
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Here is another case which goes on 1n the cycle; and this is in regard 
to the annulment of a marriage. This taxpayer is a highly paid 
corporation executive. We examined his returns for 3 years and dis- 
allowed a sizable amount of travel and entertainment expense claimed 
for each of the 3 years since it was determined that these were personal 
expenses. 

Se vere al minutes : igo I spoke to you of Case in which a corpora 
tion deducted the cost of the wedding of the treasurer’s daughter as a 
business expense. Here is a case where the taxpayer deducted the 
cost of a marriage annulment as a business expense. 

So we have completed the cycle. The amount of this expense of 
travel and entertainment disallowed in 1950 amounted to nearly 
$50,000 the major portion of which was attributable to the annulment. 
Now, here is the final case in this group, having brought out just 
about all of the different types of cases, 

_— is a taxpayer who has been engaged for nearly 40 years in 
the real-estate business. Sporadically he has entered the field of 
aoe and apartment construction and promoting laundry operations. 
He has amassed a fortune in excess of half a million dollars but paid 
only about $4,000 in income taxes in a tot: il period of over 30 years— 
only $4,000. The degree to which he claimed, as business de du tions 
on his income-tax returns, items which were personal in nature and 
had no connection with his real-estate business, is astounding and 
is fortunately unparalleled. 

These alleged business deductions are Too innumerable to list in 
detail here. But they include the cost of a 50-foot yacht and many 
thousands of dollars expended on his summer estate. And probab lv 
one of the most bizarre of his “business” deductions was nearly $700 
paid to an undertaker for the funeral expenses of his mother. 

The taxpayer was sente nced to serve 1 year and fined $25,000 for 
income-tax evasion. His civil lability is under consideration at the 
present time by the Appellate Division of the Service. 

Incidentally, I have grouped these cases, which we will give to you 
tomorrow if it pleases ; the committee, is regard to illegal expenses, 
and this case, in fact, reminds me of still another, which is a case of a 
man who claimed his mother who had died many years before, as an 
exemption on his tax return. 

He was tried, convicted, and sentenced. 

Another case, which is a little bit more on the ridiculous side, 1s the 
case of a man who claimed his dog as a dependent. He is no longer 
claiming his dog as a dependent. 

We have quite a few other types of cases but these point up the 
kinds of problems that we have to deal with, and I hope the fact that 
we are alert to the various tricks of the trade, and that we are not 
letting too many fish get through the net, is illustrated by this fact. 

Mr. Kran. Mr. Andrews, can you come back at 10 o’clock tomorrow, 
su bject to our letting you aaa whether it will be 10 or 10:30, de- 
pending on what it looks like in the House? 

Mr. Anprews. Yes, and thank you very much. 

Mr. Kran. The committee will stand adjourned until 10 o’clock 
tomorrow. 

(Thereupon, at 12:20 the subcommittee adjourned to meet at 10 
o'clock the following day, Friday, July 30, 1954.) 
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Houser or RepresENTATIVES, 
SUBCOMMITTEE ON ADMINISTRATION OF THI 
INTERNAL Revenve Laws or THI 
CoMMITTEE ON Ways AND MEANS, 
Washington. D. ¢ 
The subcommiitee met, p irsunant to adjour! 1hié t. at LU a: mm. tie 
Honorable Robert W. Kean (chairman of the subecommitee) presiding. 
Mr. Kean. The subconunitee will come to order. Commissioner 
Andrews, resuming where we left off yesterday, do you have some 


other cases ? 


STATEMENT OF T. COLEMAN ANDREWS, COMMISSIONER OF INTER- 
NAL REVENUE, ACCOMPANIED BY JUSTIN F. WINKLE, ASSIST- 
ANT COMMISSIONER (OPERATIONS); NORMAN A. SUGARMAN 
ASSISTANT COMMISSIONER (TECHNICAL); AND DANIEL A. 
TAYLOR, CHIEF COUNSEL, INTERNAL REVENUE SERVICE, DE- 
PARTMENT OF THE TREASURY 


Mr. ANprews. Yes.sir. We have quite a few of different categories, 
Mr. Chairman 

There is one ft \\ 
vesterday in response to Mr. King’s query about the matter of what 
we do with these large assessments that are sometimes settled for small 
amounts. 

Mr. Kean. Mr. King has been momentarily detained. Suppose we 


‘nt 4 + 
walt until he comes in before going into that. 


hinge I we uld like to sav in extension of our remarks 


Mr. Anprews. We will go alone with some other cass i] 
with other types of deductions charged to expenses Wh Linh our oF 
ion were not proper charges for various reasons. 

This is a one stockholdet corporation engaged l the steel brokerage 


business. 

An analvsis of the expenses claimed for entertaining clients re 
venled that S-47.946.45 was spent for “call oirls” and “female enter 
tainers,” S1S10.50 spent 1 roadhouses in the vicinity of the stock 
holder’s residence, $2.353.77 for a vacation trip of a pure hasing agent, 
$10,540.59 for eifts of furs, automobiles, and cash to und sclosed indi 
viduals. and $33.731.75 for hotel rooms and services, ostensibly for 
the entertainment of customers but actually for the pleasure f the 
stockholder, his family, and his business associates, ‘Tt was furthe 
determined that the purchase of $11,000 worth of oift certificates 
claimed as a business expense was actually for the stockholder’s per 
sonal use. Under miscellaneous entertainment expenses the taxpayer 
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deducted $300 paid to a bookmaker md about Sd00 wort Of pal O 
mad speed ne fines incurred by the stockholder. 

scattered throughout the various items of business expehse were 
ynounts totaling S17.900 which were cdeterm ned to be withdrawal 
of cash by the stockholder This has been disallowed a i decductio 
ind has been charged to the stoekholder’s naividua returl is a 
aend received. 


Final adjustment to the taxpaver’s return resulted 1 crees 


{ 
tax deficiency of $124.712.54. 
Mr. Kean. 848,000 was spent for girls, you say 
Mr. Anprews. Yes, sir; presumably for custome 
Mir. Kean. For entertaining the customers / 


Mir. ANprews. Yes, sir. 


4 


Mr. Byrnes. Did he actually do it for the customers 

Mr. ANpbrews. It mav well have been. 

Mr. Byrnes. He did not run up that kind of bill « OW persona 
ecount, did he # 

Mr. Anprews. [T would say if he did he was probably the wro! 
business. He undoubtedly had some expenses of that type, but th 
ise, I think. is a pretty wood illustration of what we are confronted 

{ You ive a bu ( ded on. or a illeged ( ded 
tion, Which may be related to the practices of that type of bus 

As I said in my opening statement, we do not undertake to set ow 
selves up as the regulators of the morals ot people or of their business 
prackyes That quite beyond our realm. But we do insist that 
o one should be permitted to enjoy luxuries and pleasures at 1 
expense of all the rest of the taxpayers of the United States, so 
iturally we ipply the requirements and sanctions of the law whe 
we run into a situation of that kind 

Lake mV one OF tir types of expense ‘ ive mentioned here 
Qur position is—and it is supported by rulings of the Tax Court, 
[ understand—that a taxpayer might have a perfectly legitimate 

ness deduction, but if he is unwilling to disclose enoug] forma 

tion to us to substantiate it ana tO convihce us he dl dl not Just put 
Chie monev mM his Poe Ket as vdclit onal ncome for iimself, oun Posith 

he is not entitled to a deduction of it as a business ‘XPe LSE 

| call your attention to the Pact that is dist neu shed fron e 


Cohan rule, where there just is not any substantiation but the exper 


related to the business. In that case, as I understand the positio 


of the court. we ire required to give him i rensonabls deduction. B { 
n this situation this mag SaVS, “This is what J spent it for.’ Cohan 
did not know exactly what he had spent it for. In this case we said. 
“How do vou substantiate it?” He said, “I am not willing to tell 
you who got that money o1 for whose benefit it was spent.’ We 
ud, "O. K.. then we do not allow bt." 
Phis is an important aspect from my point of view: If it is a 
: 


legitimate expelise of that business and we ean substantiate if Was 
actually paid to a third party and did not vo into the pocket of the 
taxpaver, then the person who received it Is subject to tax and We 
can see if he reported it on his return, The POSITION of the Gov 


ernment has to be that where there IS unwillingness to cis lose, we 


must disallow. | think that isa reasol able position. 
Mr. BYRNES. What IS your definition oft a legitimate expel se / 
You say, and I think I agree with you, that it is not up to the Internal 
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Revenue Service to dictate the morals of the taxpayer ; but on the 
other hand, you do have this requirement that the expense ve a 
legitimate business expense. Where do you draw the line as to 
what is legitimate and what is not? 

Mr. Anprews. First of all let me say I do not think anybody can 
give you a categorical answer to that question, but I think get erally 
you Can draw the line on what is the pra tice of the naustry ol 
trade in which that parti ulay taxpayer 1S engaged, and we, having 
access to the tax returns of everybody 1n that business, should be 
able to tell what are the ordinary ind necessary D hess practices 
of that industry or trade. . 

Admittedly, I think we all have to recognize the fact that some 


of the expenses may be paid out Tol illee il purpos or micnht 
| | 


stitute a crime, and vet [ am not sure—in fact, I do not del 
stand—that under the law that is necessarily the determining fa 
of whether we can or cannot allow them. As I understand it, the 
onl\ time you can disallow ul llegal expe diture is when 1 found 
to be against Pp bli pol V. That isa legal matter, and 1f vo wint 

full discussion of it I would rather have Mr. Suearmay r Mr. 
Lavior d SCLUSS th it al ole i th VOU. 

Mr. Byrnes. Suppose whe vou audit Lreturn 1 find the tax} 
has put down a certain amount for bribes, that 
n this community e Wi tO pay a bribe to i o ector o7 
others, and he ealls that a busin expenst | erstand there 
been such eases 4 

Mr. Anprews. That right 

Mr. Byrnes. If he tells vou to whom he pat 
substantiate it, then vou would allow it: is that oht ? 

Mr. Anprews. Mr. Sugarman suggests that tl ( ‘ tel 


contrary to publie policy and not deductible. 

Mr. Byrnes. What about furnishing these ( ntioned ? 
Is that disallowed beeause vou could not UDst { ti t be Ist e 
would not tell you the people Involved, or. again, that a matter 


against publie policy 6 \I\ oO ly pot S as WI en vou come to the 


question of legitimacy and also the question of public poley, there 
ure probably some border] he cases, but Ve i] 0 ive son pretty 


clear-cut cases ? 
Mr. Anprews. This is a oray area, apparentiv, Trom the way I 


understand the law of the thing, but I suggest, Mr. Chairman, tl 


Mr. Taylor is here, the chief Ccoul sel, and he } ent pel i} throw 
some heht on this subject if rhe committee is interested in going into 


that, more light than I can because I am not a lawyer. Would the 
committee like to hear Mr. Tay lor on that ? 

Mr. BYRNES. | was just wondering where Vou } e the « ther ntia 
tion. I do not know if 1t 1s Important m thie ommittee’s venera 
interest. 

Mr. Anprews. Gener: lly I might Say this, that there are gray areas 
in this field. The Service, of course, takes cognizance of what it 
regards as the law in the situation and the disallowance would be 
made on whatever basis or bases—there may be more than one reaso1 
that seems appropriate in the circumstances. We do not, of course, 
do anything to encourage crime, naturally. On the other hand, to the 
extent that the law and the decisions of the co 


it mpose upon us 








! tatiol as te what rensons we cal olive as to wl \ we do eertall 


rs, we | ave To observe those miitations. 


Mr. BYRNES. | clo ol imagine that f vou disallowed some of the 


vou have mentior ad wvone would @o to court about It ¢ 


Mr. Anprews. I do not recall that anyone has gone to court on th 


sue. On the othe ind, however, you do not always have to have 
lecision on a specific issue to relate a matter of law to an issue, 
ou Know You are a Lood lawyer. 
Mr. Kran. You said vou looked to what was the practice n 
ile. There are a lot of things like country-club membership 
be a pra the trade but have ( used, I believe, u 
her of ses *e uild not Ce vy to \ e practice 
trade b rore ¢ sullo ny ( ivVo ( 
Mr. AnNprews. [ think we would in ence of a1 that 
ould have prey ou dopted \ ne t A ntrv-ciubp ¢ } 
not | illowe Personal | ippen t ea very ! 
Yr that ( mt to pe a very ire tunti rice ( 
1) wes } 1 bye pel tted to caecd ted | ive ber 
er of country bs for some eal { ! ( 
( 0 ed r effect pron 
t ive been so that nh) ! { I \ ) | 


Mr. Kean. If y inted nit oe to Mr. King, hi 

I 

\I \NDRI Vs | tarted te \ ( ( Uirhia vel i} ))1 { 
lvcested I wait until vour retiwm ~ 2 supplementation ot what 
Vere talking about vesterday Nn regard to these large assessme} ts tl 
metimes are settled ror very small amou Los | belheve that | might 
.ve mentioned yesterday the case of a black-market operator aga 

om a very large assessment was rendered and we ultimately ha 
to settle for a small fraction of the amount. I do not know f I ma 


it rather that he was not @iven anv credit for what he had pent 
or the things he Hpought 1 the blaek hi irket, but he was charged Te 
the income Trom the ile of those thine The reason he was not 


veh credit was th if he Wa not will ne to disclose the persons to 
whom the FOOdUS had been sold, wl 


disallowance. 


ch 1s a proper reason for 


In that situation vou have an individual whose income was derived 


imost ent rely from that activity. It Is well ind cood TO d sallow 


vhat he paid out if he refuses to say whom he paid it out to, but dis 
illowing it dloes not get over the fact you have charged him wit 


taxes far in excess of the income ne derived from that operation, and 
vou merely create an assessment there that vou have no earthly hon 


of collecting ever, even from the begin Ing, 


I wanted to make that clear. That has happened many, many time 
none wav or at other: that is. the result has been what ] have stated 


Mr. KING. Mr. ( ha Pry 
Mr. Kean. Mr. King. 


Mr. IK ING. What | heard about pol cy brought another thine to 
ind. I know of 1 case—there are more than 1. of eourse—where 
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department of the Government, seek nes in : e U 
ol 3 or 4 taxpayers, called upot the service to go to Work, using thie 
own terms, on hese taxpayvel . With the thougtit that 1 
might. if they searched them out well, find a violatie ( Ole ¢ it 
that would warrant yar king then up or bi wig thie 

How far will the Service go acconimnodatl Y anothel 

il practice of that sort? Just where do vou dra the e/ | e) 
could not assure the Service there was a violat : there just o 
be one, So They isked. Wou 1 Vi ly 0 ( 


ui working over. 


Mr. ANpREWS I am mighty Gilad vou a e¢ t questi Loe 


mise There is nothing’ that te ( ( e rie Lcaiael av 
vresllio OV al vbody [ aut Wwe { ( Lite bled | » 
strument of retaliation against anybody | 
not done, and if there ( \ rvesllon WOT ive 
fo operate on that | ~|s tonal LDOSO Telly ell ! WOULC eVe 
Del lL would not stav thet Ln\ ver t ul Lo me to vet 
ind get out. be tuse | do not believe { \ ype of vt tapo ta 
Wi qo not have to use the Service \ t ol 
O \ TI ‘ eto do ( 
Itisnot done,and Iecana e \ it be 
(on the othe na ra Lt il comes t et \ 
l ( Die Sho hg ( i ( Y Ot | ( ( 
ere AV be somiet 0 rohne, pres rey’ e ofl 
( Pe, we W I] Vestioat { it merely ¢ Cte 
Mr. Kixe. Iam very pleased to hear that pen t 
. ist Whi thie ic ti hirst. | ( ( e | i 
willing to bel b] ter co =ponce \ 
eltion show Y That they « ect 1 { ( ( 
| el Wis ( bys) — | | ( | { 1 Liese } } 
abe embarrassed 
Mr. ANprews. The Secretary and I hav ul 
Yon that. Wi hack it beTore Crlile ere [ | tt ( ( 
e no retalintorv investigations. and L know he de not. like it any 
iore than I do. and I am sure he would stand by me perce! 
position I have taket here this morning 
Mir. Kean. Goahead 
Mi. ANprews. Here is another case somewhat of the same cates 
as the first one | mentioned thi } MHIne taxpavel \ ( 
waved ih tiie eambling DUSINeSS a i over a period of 6 or 7 
claimed deductions of about $104,000 as | sine eX es Q)T course, 
vou can have business expenses in the broad s« the gambling 
business just like you can n any other business { might digress here 
just a moment to mention to you that some time ago there was a bad 
situation that developed han arer where there was a lot of conce 
tration of gambling and the question was asked whether or not we 
were getting any Income out of that area. As a matter of curiosity 


we looked into it and found we had some very large returns from 
well known eamblers In that area report ne large amounts of income 
and paving substantial taxes, 

In this case there was over 8100.000 claimed as business expe} es. 
neluding transportation, hotel bills, meals, tips, entertainment, and 


so forth. In the course of the examilantion this a current case- 
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] 
the examining officer has ascertained that among the eXpenses Claimed 


were included the cost of gifts such as gowns, lingerie, flowers, per 
fume, and so forth, to several lady friends as well as the cost of rentals 
of Cadillacs for their use. Lavish living in topflight resort hotels, 
cost of parties and other entertainment, also amount to large sums 
which were deducted in the returns Ot the claimed deductions O1 
S1L05.600, the Service propose to disallow s100,000 as being persona 


expenditures and will recommend the institution of criminal proceed 


ngs against this taxpayel 

[ have mentioned this case because I think you want to know, and I 
thini vou want the people to know, that within the limi Or oO 
imine? ition. alertne ~and ability at the numbe i people we Nave 
to do it with, we are atter these people \ mare CLempting to chea 
We are part ( larly after the type of peopl nent oned here, peopt 
engaged in illegal business or int e may be engaged 
legal busines is community; I do not have the place where tl 
occurred but in addition to the easy wav of making i Living he Is no 

{ fied and wants these otner t hey ( at | { ive hael 
Law The Service is trving to do something about that. 

Mir. Byrnes. How did the taxpave t the source of s income 

Mr. Anprews. In tl particular case IT cat ot answer the que 
categorically, but I do know that usually when there 1s a disclosure of 


income by taxpayers of thi type they are pretty frank as to what it 
Mr. Byrnes. You recall we had several cases, when the committe 


was conducting its investigation, of taxpavel who showed tars 
nmounts of income but listed it under fees or commis ons, wl h mad 

very difficult for uy agent to audit peca e there no ident Ly « 
the Ources., | ke the case of Mr. (gruenwatlad, To hstance, Wiel 
large incomes were just listed as brokerage fees and commissions, a 
| understand, Dor the Bureau accept returns nov that fall hn th 
category, Where the mply list their income in a lump sum Ul 


mbiguous manner 4 

Mr. Anprews. Mr. Byrnes and Mr. Chairman, if we are going 
discuss that particular situation, I suggest we go off the record a1 
into executive session, because there are aspects of that which | think 


would be better covered in that type of meetin: 


rather than an opel 
meeting. 

Mr. Byrnes. Can you give me a general statement as to whether you 
simply accept that return without any request fot further verifi 
cation ¢ 

Mr. Anprews. It would be difficult for me to give you a categorica 
answer to that question, and rather diflieult for me to answer you 
altoget her frankly In public session, unless you Insist. ; 

Mr. Byrnes. | thought you might be able to five us somethin 


that category, because in both the report of the subcommittee 


cy jl 

A 1h) 1953 

and also the report in 1952 the matter of information returns and the 
} 


matter of reporting income were two of the things we found the 


Kureau had been at fault in. In the case of the Gruenwald return 
there was this blanket amount, I believe it was $117,000, listed just as 


brokerage fees and commissions. and yet nobody apparently made any 


attempt to audit that return; it was just accepted as, “Well, this is his 
Income and we will accept it as such.” 

Mr. Anprews. It may have, and I rather suspect from what you 
have just said that perhaps I misconstrued what you were getting it. 
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If you mean by that (\ estion to nquire whether we st iccept a returh 
like that without knowing anything about it, the answer is “N 
When we get that type of return today it is almost automatic that if 
becomes he subject of a searching investigati 

Mr. Kran. You would require in such a case the individual tax 


payer show you, perhaps in confidence where that money came from, 
and prove to your sat sfaction the source of the money. You may 
remember that in Mr. Grunewald’s case whe e was betore t! 
committee and we asked him where his money came from, he said it 
came from horserace profits, al d Chie ne did not know what bookie 
he dealt With lle Said t e bookie was some thew K1 
and it became pretty e dent to s that Ss story is completely 
false. I nm sure there are cases where a person adeaiing mm activities 
that are not Ct mplete l\ leoal, but he does not want to put that n 
formation in his return; but I should think you would require that 
he at least satisfy the agent as to where t he money came Trom. 


Mr. ANprews. Mr. Chairman, the answer to your question is that 


we, of course, Would undertake to ascertain not « where that oney 
came from | ft whether or not e ad rece eq ovnel money that ihe 
had not rep rted, because that Ly pe of perso rrequel Cly aoe not 
report all his income. ‘There are collateral methods of verifying 
income and deductions, fortunate y, that relieve Is I ompti te re 
lianee on books and reeords. So natural e would take a case of 
that kind and undertake to ascertain where the money came from 
and, more part eculal ly, whether that was all he re ved from thos 
sources and whether tnere were other sourees. tr Wi | he re 
ceived income and did not repo1 tata est 

L can @ive you 

Mr. Kean The quest r DEE \ at oral | 
session, 1f seems very Important to me that the statement be mad \ 
the Internal Revenue Service that a perso not gomeg to be able to 
vet away 1) the fut 1'e Wit what \Ir. (arrune a ad 
with no checkup by the Inte1 i] Revenue Ser 

Mr. Anprews. I think I have made it perfect lear that in a sit 
tion of that kind it is inconceivable to me that under our 11 tructions 
to our people a retul of that kind could fail 1 pe exam ned In a 
most searching manner, 

Mr. Byrnes. There is another point here. In the 1953 report of 
the committee we call attention to the various section of the code 
and regulations requ ring the taxpayer to fu h certain informa 
tion. Then we end up by saying: 

The subcommittee does not understand why t uthorit (going back to 
the regulations and sections of the code) is not sufficient for the Comm oner 
to require taxpayers like Grunewald to give full formation as to sources 
of income on their returns, to maintain records permitting verification of such 
sources and amounts of inc , and to supply such supplemental information 


as may be required 


I think you have made it clear that when you get these return 
that show al large Income listed in an amb ouous fash on, that more 


or less flags that return for investigation: but to what extent do you 
require a taxpayer in this category to furnish fuller information as 
to sources of income and to maintain records under section 54 (a) of 


the code and section 54 (b) and regulation 111, section 29.54—-1. 
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Mi \nprews. Mr. Chairman. if vou nsist IT will answer that 
question, but I suggest to you it Is a qu stion that ought not to be 
i wered In a publi <@s> on. If you imsist, Twill a er i 

Mr. Byrnes. I will not insist upon an answer. 

Mir. Anprews. That what I was trying to suggest ould be d 
Cl ec hn executive session. 

Mr. Byrnes. Well. I think under those circumstances we should heat 
t (Commiussione executive sv Ol { ill, Mr. Chairma 


Mr. Kean. Proceed 
NI. \NDREWS Wi ive Y or 3 other case of the sn characte 


| ive a rendy rete red to | I Gott Val the ret I} of another 
( rporatiol Where here is aeducted i> \ rvalty’ EXP 5 t 
! CF iu inl (ie tie i ubstant ymnount of mie e\ } i 
I Yr paid ol mad t paid to a | | ia I retat vith 
otflicer of the e ) md charged » The expr ( yy the con 
Phe pore it { ipparentiv me irded { 0 WV Pretty 
! J tf thre CVE ( went Too} irathner pmrieb i iiTtit ( md 
a ed the deau 0) l ruil Lhe taxpaye COl dead { lt 
La Loree ( roa { Iss¢ ment i the del ( Qt ned. 
ier case We had a ohly pald exe itive ol oOrporatlo 
trade associatiol md on sr rn he ( cted busine 
expens i. substantial amount and failed to lude reimburse 
tC OF expenses from the 2 COrpol tio) th umount of about 
! the total being something lke 820,000, 
I dedi in the expenses a ducted was as lary and b OF 30.000 
} itoa il] ved secret \ ho h 1} \ ( 1 lle rer private ul 
ed office 1 rthnet \}) e] ] el mriment located ay Tre ( ( 
( 1 } Du hie ‘| ( eve { i i ro “tl 
that t ecretary pertol qd Tew, 1T Al ery ( I ql ny 
( Wit the taxpavel { i \ es 
(nother it In connectio \ 1 ft Xtramural a VItV WV ive 
- () | I ost of try lit of thre | nited sstates to lool tte} 
| Wi bel ve Tl t these trl} \ Hide for Vaca 
{ urposes tha ror busine purpos uUTNOUL { is True there 
i obrokerace wcount ma tained the <¢ tl L¢ wl 5 
\ Was Thade 
| the eve t ot lit Yallol { ould ive beel rathel q iI ult to 
overcome the testimony ol the alleged secretary tha sne dia perform 
business services, and the decision of the court would have depended 
}I marily 0) whet er it believed | rte Cimiony I spite of the peculian 
( mstances involved. For t reason the case was settled on t 
ba of the inclusion of the reimbursement in gross income and the 


illowance of a porti of the travel and see 


r 
| mention that case for two reasons: first of ill. to indicate another 


of these gray areas 1n which we have to operate, A person lookin 


ov 
l 


This cnse from the . delines would just see i as a blac] and white 


proposition. 

[t is not quite t 
cates perhaps anothe of those rather Ingenious methods of vetting 
around the law and letting somebody else pay for the pleasures of the 
taxpaver who is trying to do the getting around. 


1 
} 


hat simple. I mention it also for the reason it indi 


Now we have another series of cases here that have to do with vachts 
and airplanes. I would like to say before I mention the facts of anv of 
these cases that | do not think yachts and airplanes are pel se In fact 
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we know that per se they are not—to be outlawed as leductions for 
| 





Income-tax purposes. There are perfectly legitimate circumstance 
under which either may be used for business purposes, particularly 
airplanes, and we are concerned, therefore, more with whether or not 
the use 1s for something other than business purposes Conseq ently, 
in a case of that type of thing we run Into qu e a few difficult situa 
tions. 

l might Say we underta to deal wit} itters oT Tf 3 k 
ntelligent basis. There Are. is you how, 1 oP tratiol Ol vl 
pl wes : nad \ iehts right ere ! the ty ot \\ hneton: W eretore, it 
IS not difficult tor us to find out who owns tlh hts and 
the airplanes a ad not fy our dist! t directe tthe? es of r¢ lence 
of those who are recorded as o ho the { { f ey vel l 
to the examination of the return OT t ) , the fact they are 
registered as owning : ui Ol plane to | nto 

hat here LO ! ( oO } ‘ ( ol o it 
ind whethet rnotit is i e¢ Cec 

fn this part e f CASE ( \ t 
; well known in the motion-picture ind O ret 
claimed as a b ness expens ( { I I Ost I 
mamtammgeg a yacht and pa ¢ ipta 
thereof ihe taxpaver ¢ te) thie \ ott a 


researcn work and for rerences wit ctors, ters, desig ! ad 
related art sts for the p Ppose of eVING Ce plete prin \ (on the 
other hand, our invest Watliol (| O l that the { is 1 ore ofte) 
sed for the entertainment of people who ( \ ess re 
for being aboard except purely se il 

Che problem we have to ce vil nt type of cas ot { I 
the entertainment expe e 1] rreqd - illo 1 DUSINE 
tion, but the proper allocation of the total ex} e between b 
and nonbusiness purpost 

\fter a thorough consideration of all the evidence, 
mined and agreed that S15.908 of the tot ( to uimecd of 
S17.408 should be disallowed. ~with othe nor adjustments to 
the tax reported, resulted . tax deficieney of 812.500 

(nother case of that type was that of a prof Ol man who filed 
a joint return for several years and a substar part of e exp es 
claimed for a very expensive Vil ht used fo1 e) terta Ing llents 
prompted the exam l ne officer to remark to thie ixpave ind | fe 
that it seemed h irdly Poss ble that so much i be spent Tor wee 
ends and just a few evening 1 week. lo this. the taxpaver’s 
wife replied that it was not yu t a matter of weekends and few 


evenings; that they practically lived on it. Although the taxpayer's 
attorney quickly interposed that Mrs. Taxpayer referred only to the 
fact that thev were currently living on the vacht because their apart 
ment was not available. nevertheless her unintentional remark served 
to confirm the suspicion that the vacht was ndeed the t xpayer’s 
summer home. 

Proper allocation of the yacht expenses between personal and busi 
ness expenses will result n substantial inereases to the habil CY for 
Income tax reported on the returns. 


Now you gentlemen can see in a situation of t] 


: hat kind it takes al 
most Solomonic wisdom to arrive at what is a fair distribution of ex- 
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penses between what is a legitimate deduction and what is not. In 
that case it looks as though we might settle it without resort to liti 
gation. 

Next we have here a somewhat different situation of a yacht used 
by a corporation’s president. Over a 4-year period the taxpayer 
claimed close to $130,000 in yac hte xpenses, p lus $9,000 in de spreciation. 
This was a pretty large yacht, a 60-foot yacht, which the taxpayer 
claimed was primarily used to entertain the corporation’s customers. 
Che examiners found that the yacht was also used by the corpora- 
tion’s president at times for his own personal use and pleasure and 


disallowed half of the expenses and depreciation. In this case the 
agent obtained from the taxpayer a list of people who were enter- 
tained on the yacht. That is also usually found in the log. As you 
KHOW, all persons OWhIng Va ‘hts keep a log of all who come aboard, 


and so forth. But he found the list omitted others who were listed 
n the ship’s log. In other words, he checked the list given us against 
the ship’s log. The agent allowed half the expenses as being fai 
both to the Government and the taxpayer. 

The adjustme nts in this « use, together with other minor corrections, 


resulted in approximate ly $25,000 tax at the expense of about 15 day s’ 
effort on the part of the agent. 
Here again is a situation where vou have a yacht which is being 


ed not just for the business, but also for personal purposes, and it 

incumbent upon us, we think, to see to it that the taxpayer does not 
enjoy that yacht at the expense of all the rest of the taxpayers of the 
United States. 

Next is the case of an inco1 porated business whose entire outstand 
Ing stock is owned by one mdi idual and his wite. During the course 
of the examination of their returns a substantial sum was found to 


1 


have been claimed for traveling and entertaining expenses which 

his, another very sub 

its and even a oreatel 
mount for two airplanes—all allegedly used for ordinary and neces- 
ary travel and entertaining for purposes ot the business. 

It was established, however, that the great bulk of these e xpendl- 
tures were for the pleasure and convenience of the t taxpayer ¢ and his 
pe rsonal friends and were by ho means necessary to the conduct of 
the business. There were disallowed, also, deductions of $100,000 for 
excessive salaries paid to the stockholder and $67,000 for insurance 
commissions which were found to be income of the corporation. It 
s believed that these and other minor adjustments to the taxpayer 
income will result in a total deficiency of about $180,000. 

There is an illustration, gentlemen, of as clear an abuse of the privil- 
ege of business deductions as you will find. Here is a man and his 
wife who own all of this business. Of course they could afford 2 yachts 
and 2 airplanes if the rest of the taxpayers of the United States paid 
most of the cost of operating them. Any of us could do that. But it 
is not supposed to be that way and it is our duty to see that it does 
not happen. 

Mr. Saprtak. In this category of yachts you are talking about now, 

you te ‘ling this comm) ittee the re hi is been a greater concentration on 
Cc ae king the returns of these people who are fortunate enough to own 
yachts from the time you took over as Commissioner? In other words, 


ould not be substantiated and, in addition to i 


tantial amount hi id - 8 deducted for two Val 
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are these cases that have arisen since the time voi ive become Con 
missioner, or do 
istration 4 

Mr. Anprews. What I am saying to you is this, that there are ce1 


+ ] | 
they still go back before you came into the adn 


tain criteria by which we ascertain whether o1 ot a retul ould be 
one that would be likely to be worthwhile to look into As I indicated 
yesterday, lavish living of any kind is one of those criteria. But I 
would not want you to think the Revenue Service had completely ovet 
looked the potent lit es of these tuntions before | took over. but | 
ao Walt vou to understand and | make the statement that there \ 
greater concentration on cases of this kind than there was before. 


Mr. Saptak. Thank you. 
Mr. Kean. Of course that is partly the result of the very high tax 


rate hn the uppel DrackKel Phese people vet to the po t where they 
heure that the tax rates ire so hich that n their own mind thev believe 
they are unfair and sometimes that will tempt a. to try to do every 

b » ? 
thine 1e possibly Cal to avoid the tax. Whe you vet a fellow WW ( 
hind he has to pay 90 percent in taxes, he is tempted think more and 
therefore IL think since the rise in the tax rates to these very high rate 
that went up di ng World War II], you fin | more atte pts to do tl S 
sort of thing than were occurring before That probable, 1s it not 4 

Mr. \NDREWS. | th was Nha C hairmat wid cventlemen,. there - 2) 
doubt about the fact that the higher taxes go the more inclination there 
is to shirk them if you can—legitimately, if you can: eoltimately 14 
you have to Ome Cust Qf course tl it Is one Of the p oblems Clie 
Re @) re! | \ Pic \ | ! il este deel t to be one 
of our biggest obligatic see to it that thi oO ar Ll to be 
dow) lit ¢ oked about the th no, and eve those \ yi nelmed 
LO ot toth pel phery of lle@a OD it 1e¢ ( e dete ed 





t j enta issu ption upon Ww Olll e re Vate 
based, 1 imely that of voluntary con plia e] ( i 
We know what has happened in other cou ( en that c ( 
falied 

Mi KEAN. It we do not crack down on t tvpe ott ho rt 
to get into the situatio which was outlined to e by one of 1 I 
pean frends whom I talked to about the very | oh tax rates il 
country. Ile said, “O 1, Ves, DUT We live off of expense account ee \ 
we have just to stop t] it ind of th ne here 

Mr. Anprews. I make the unqualified statement, Mr. Cha 1) 
that if we should be unable to cheek that sort of th he here, the Oul 
revenue system W I] bre ik GOWN. 

Mr. Kran. The w ik down because the ba 
of the people who r Tall ive of the tan re 
going to Say het raway with it hy she 
we be honest about it” and the whole thine will break down. I agree 


with you. 

Mr. Axprews. I believe if the Revenue Department can convince the 
people it is alert to this situation and is don Y something al 
not showing anybody any favor, that we can maintain voluntary con 
pliance at il high level: but [am perfectly satisfied if we fail to a eve 
those objectives, then we cannot maintain volunt ry comp! ince at a 
high level, and the same thing will happen to our system as happel ed 


l 


in other countries Ww here voli tary compliance has given w iy to the 
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acceptance of evasion as a mark of ingenuity and honest complhance 


\ imark of stupidity. 


Wi ive a couple of othe cases with regard to the Vile ht and all 
plane situation. I frankly do not know they would add anything in 
particular to what I have already told you. They ire somewhat Sliiil- 


lar to the others I have given you. 

Mr. Kean. If there are any other cases that you think are interest- 
hy but vou have not time to mention now, I would suggest that we 
permit you to put the cases in the record and then we can study them. 

Mr \NDREWS. Il could submit them to you later, put, { we have 
t time, I could go right atong with them. 

Mr. Kean. Yes: we have the time. 

Mr. ANDREW Ss. This Concerns a Corpo! ition with fom subsidial es. 
In the examination which, incidentally, is currently being conducted 
it has been found that an average of $30,000 a year was pent on a 
vacht for the entertainment of both customers and others who had no 
business relationship with the corporation. ‘The corporation has also 
expended considerable Sums on pheasant hunting both in this « OUnTry 
ind outside of 6. and has made payments to an athletic club which 
contained many personal charges. It appears from present indica 
tions that approximately $120,000 will be disallowed as personal and 
unallowable expenses for the years under consideration. 


Ilere again is the situation where t 1S easy to do these things if you 
can j ist make the other fellow pay for them. We will stop that one. 
Then here nother corporation with one stockholder. The tax 
er claimed entertainment deductions in the amount of S11L0,000 


for the expense Of Maintaining a hunt ng lodge and a vacht and a 


1 ] 
winter home, He also ela med as an entertainment expense some 


S17.500 as the cost of operating an apartment, including food, serv- 


] | 4 - . 
wnis, and depreciation on about S70,000 worth of furniture. 


Upon disallow ince of the portions of these expenditures whi ( mild 
hot be substantiated as ordinary and necessary business expenses 
there resulted a deficiency of about $54,000 to which the taxpayer 

is agreed. 


Finally, ot these pleas irable sort ot thin Os, there Was a corporat ton 
olly owned by S members ot ] family. The taxpayer claimed 
tl iveling and entertainment expenses 1n excess of $168,000. When 
alled upon to substantiate these deductions, the taxpayer supplied 
several worksheets on which were shown the amounts expended each 
day and the places allegedly visited, but no names of any persons or 
companies contacted nor the reasons for the claimed trips or enter- 
tainments could be secured. Investigation revealed, however, that 
some of the persons entertained or taken on trips in the company- 
owned airplane were individuals with no apparent relationship to the 
business. It was also discovered that expenditures made at the stock- 
holders’ mountain retreat, allegedly for water-purification experi- 
mentation, were actually for the purpose of constructing a private 
swimming pool. Adjustment to the corporate tax hability will result 
in additional tax of close to $50,000. 
Mr. Kean. Water purification ? 


\ 


Ir. ANprEWs. Yes. That is a new and ingenious one—water puri- 
fication experimentation and what it actually was for was for a private 
swimming pool. I hope the results of my efforts are going to purify 
that situation a little bit. S you see what we have to do sometimes 
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is to make a larger investigation in order to vet the facts, even after 
the Vv are as hit ace available to us. 

Now here is a case that is Ope n and pe nding in court. This cor 
poration claimed as an advertising expense a substantial sum of money 
expended for a safari to Africa for the president and assistant treas 
urer ot the corporation. Personally ] have cineca had reservations 
about the matter of a person shooting an elephant and putting his foot 
upon its head and having his picture taken; but this is going further 
than that and charging it up to the taxpavers of the United States as a 
business expense. 

At a later date, the corporation published an illustrated booklet 
deseribing the 5-month big-game hunt in which it was stated the 
president left the United States for Europe and “after vacationing 
for a few days in London, Paris, Nice, Rome, and Alexandria, pro 
ceeded to British East Africa, with Nairobi, 2.300 miles south of 
(‘niro for the base headquarters of their oper itions.”” We have taken 
the position that the cost of the safari is not an ordin: ry and neces- 
sarv business expense in connection with the operation of the tax 
payer's business. 

A statutory notice of deficiency in the amount of $7,500 approx 
mately, disallowing most oft the amount claimed as an expense, has 
been issued to the corporation, the difference of $1,200 not disallowed 
bemg that portion of the cost applicable to film actually used in ad- 
vertising. There has been a statutory notice of deficiency issued to 
the president and his wife on the basis of increasing their reported 
income in the identical amount disallowed to the cor poration ; that is, 
u sti itutory notice to the individuals involved. Both the corporation 
and the individual taxpayers have filed petitions with the Tax Court 
and their cases are now pening for "ee I might add that $500 
of the amount disallowed was actually a downpayment on a tiger hunt 
to southern India which failed to materialize. 

Mr. Byrnes. You mean that he is still contending that this was a 
legitimate business expense / 

Mr. Anprews. This particular person is in the dairy business and 
apparently he thinks it would increase the sale of his products by pub- 
lishing the story of his big-game hunt. 

Mr. Kran. And milking the Government. 

Mr. Anprews. I must confess, Mr. Chairman, you are in good form 
this morning: except I would have said he is milking some 160 million 
others, both male and female. 

Mr. BYRNES. Is he still contending this was a legitimate business 
expenditure / 

Mr. ANprews. Oh, yes. 

Mr. Byrnes. And he has gone into court on that 

Mr. ANprEws. Yes. 

Here is another one where the stock of the corporation was held | 
four persons, all officers of the company. The corporation followed 
the practice of paying railroad fares for officers and their wives to 
vacation spots under the guise that these were combination business 
and pleasure trips. In only one instance was proper substantiation 
offered as to the business purpose of the trip and the expenditures 
made. 

Entertainment expenses, convention expenses, entertainment allow- 
ances to the officers and automobile allowances to the officers were also 
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claimed, but were found by the examining officer to be mostly for the 
personal benefit of the officers. 

In all, some $90,000 of the above expenses were disallowed to the 
corporation and taxed as a preferential dividend or other income to 
the officers of the corporation. 

In other words, here is a situation which we so often find too often 
find—where, by reason of peculiar circumstances of being at the head 
a closely held business, the owners just simp ily shifted or undertook 

on upon others their normal personal expenses which in oe 
aggregate were pretty high because they all enjoved very good 3 
comes and spent money accordingly. That. of course, is one of the 
things which if it went undetected and unchallenged by the Revenue 
Service, would simply lead to disrepute for the ae ana peop le 
would say “Well, if somebody else is getting away with it, why don’t 
we.” Then your voluntary compliance goes out the as 

Now here is the case of a taxpayer, a wealthy industrialist, who 
has stated that his educational background consists of hard work 
in his chosen field. He and his fourth wife regularly make an annual 
trip to New York City to take in the latest stage shows. However, 
on his income tax returns for 3 years he deducted as business expense 
the amounts expended for these pleasure trips. I might add that 
several other of his alleged business deductions consist of payment 
for a South American luxury cruise and another substantial amount 
paid in settlement to a former wife and deducted as California over 
head expense. I do not know what California overhead expense is. 
Maybe Mr. King could enlighten us on that. Approximately 80 items 
of travel and entertainment expense for the 3 years in volved have no 
business connection. 

Based on fictitious business expenses, unreported dividends and 
fictitious contributions, he was convicted of income tax evasion and 
fined $30,000. His civil liability is presently under consideration by 
the Appellate Division of the Service. 

You might take notice of the fact the gentleman was not sentenced 
to jail. 

Mr. Kean. He was convicted, but not sent to jail? 

Mr. Anprews. He was just fined. He was fined $30,000. Of 
course I need hardly mention the fact that fining a man like that 
$30,000 does not do anything in the world to him; that does not 
worry him at all. Paving a fine is an easy way out. But if you 
will put him in jail for a few years, it would make him think a little 
bit and probab ly deter some other people who are inclined to do the 
same thing. 

In this next case the taxpayer is the president and principal stock- 
holder of several corporations engaged in the processing and distri 
bution of meat and other food products. During the 3 years of 
examination, this taxpayer was paid about $180,000 by the corpor: a 
tions for what was purported to be traveling and entertainment ex- 
pense incurred in the pursuit of the business of the corporations. 

Our investigation revealed that very little of these payments could 
be ascribed to legitimate expenses and that, for the most part, the 
claimed deductions were merely an attempted scheme to siphon off 
corporate earnings on which neither corporation nor individual taxes 
were to be paid into the taxpayer’s pocket. It was found that much 
of this claimed travel and entertainment expense was spent. in various 
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hotels for the personal pleasure and comfort of the t: ixpaver, his rela 
tives, and their traveling commpnnitaie: Upon adjustment of these and 
other items, deficiencies and penalties totaling about $230,000 have 
been assessed and paid. 

The next is another case of a family corporation claiming as a 
deduction considerable personal expenses of the stockholders. 
Among other things, one of the stockholders took his wife and son on 
a nice vacation trip to Honolulu one year am to Europe the following 


year—all as a corporation expense. The other stockholder took his 
wife to buntedeed the first vear at the expe nse of the corporation. 
That was all discovered | \ this examination. All of the above ex 


penses were shown on the corporation books as traveling and enter 
tainment expense, but they failed to show who was doing the travel 
ing and who was being entertained. 

Upon examination of this apparently catchall account the agent 
discovered these personal items and, when confronted with the find 
ings, the officers and stockholders readily agreed that there was no 
basis for claiming these items as a corporation expense. In addition 
to disallowing the items to uA corporation as an expense, they were 


also pic ked up as additional income to the recipients. 
Again, answering the scaialkiaie raised by Mr. Byrnes yesterday, I 
would like to say, Mr. Chairman, it certainly is not my intention to 


indicate here shea at all — ly held corporations are evil, or that there 
Is anything evil about them in themselves. The proportion of people 
in that category and in other categories who undertake to get away 
with something in their tax returns is re: ally very, very small in rela 
tion to all of the rest. Therefore I think it ought to be made per 
fectly clear that I am not trying here to indicate there is widespread 
evasion, because there is not: thank goodness there is not. If we did 
not have a very high degree of honesty on the part of American tax 
payers, I do not know where we would be. But there is enough of 
evasion here to indicate that we can never relax our vigilance. I think 
we must always be alert to the fact that in any group of people there 
are going to be some who will not live up to the proper code and we are 
the ones in this particular situation who have to do something about it. 

Now we get over into another group of cases which is a little dif 
ferent, and this one is the case of an enterprising businessman operat 
ing a funer: al home who had developed a very unusual method of 
securing chents and ge tting new ideas for his business. He deducted 
his personal grocery bill as a business e xpense on the theory that when 
his wife was in a grocery store she might contact a prospective cus 
tomer. Weare not sure what the grocery man thought of this method 
of getting ¢ lients in his store. 

This taxpayer also dedueated as traveling expense the entire cost 
of his vacation trips because he carried his camera with him and 
snapped a few pictures of any tombstones he mig rhit happen to see 
along the way. 

Most of us might consider our wife as a necessary expense, but it is 
difficult to see how withdrawals from the business that went into his 
wife’s savings account could be considered as an allowable business 
expense, as this taxpayer claimed. We feel this taxpayer went too far 
in his so-called business-expense claims and we are recommending a 
fraud penalty in addition to the tax deficiency. 
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Here is another one of the man-and-wife sole-stockholder corpora- 
tions where they not only wanted the corporation to pay all of their 
living expenses, but ap parently resented the corporation paying any 
taxes since this examination resulted from a claim filed for a re fund 
of taxes previously paid. ie examination of the returns for 2 years 
disclosed the tactics used in the previous 3 years, so they were in juded 
in the examination. 

During the investigat ion, the agent discovered certain items charged 
as business expenses on the corporation books which were 1n reality 
rentals for space occupied as a residence ot the two stockholders: ecur- 
rency or cash withdrawals in substantial sums, doctors and dental bills, 
payments for groceries, milk deliveries, personal laundry, payments 
for clothing, furniture for their home, furs for the wife, home improve 
ments, gas and electric bills, and other similar personal expenses. 
The total amount of these personal expenses erroneously claimed was 
over $63,000 for the 5-year period. Such flagrant violations resulted 
in recommendation of the fraud penalty against the corporation and 
the stockholders. 

Mr. Kine. Were this man and woman you are describing here 
represented by counsel ? 

Mr. AnpRews. Were they in this case? 

Mr. Kitna. Yes. 

Mr. Anprews. I could not tell you. TI imagine probably they were. 
Certainly they were represented by a tax practitioner. 

Do you mean in the preparation of these returns? 

Mr. Kina. Yes. 

Mr. Anprews. No; vou seldom find that. We do not often find 
that to be the case. I think I am correct in that 

Mr. WINKLE. Yes. 

Mr. Anprews. We do not often find tax practitioners involved 
this sort of business. As a matter of fact, it can be said about people 
who are registered to practice before the Treasury Department, gen- 
erally, that they are a pretty high-grade lot of people; that the num 
ber of cases of wrong-doing on their part is remarkably small. These 

‘ases usually come about through people who either concoct it them- 
pel or get somebody else to do it for them who is working for them ; 
not professional practitioners. 

Kine. Then if the returns had been prepared by professional 
people in the first place they would have perhaps been in proper 
form ¢ 

Mr. Anprews. That is right. On the average. professional people 
have nothing to do with them. They usually wind up, of course, look- 
ing for professional help when we tell them what we are getting 
ready to do. 

Here is another case that relates to the investigation of 2 family- 
owned corporations and 2 partnerships involving members of a certain 
family. One individual controlled the corporation and operated the 
companies which were engaged in the purchase and sale of fabrics. 
The case involves the charging as corporate business expenses numer- 
ous items of personal living expenses, entertaining, and vacations of 
the family of the controlling stockholder. This was a joint investi- 
gation, based on information given by an anonymous informer. Some- 
times information comes to us in that manner. We, of course. are not 
perfect in our examinations; sometimes we overlook things. The best 
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investigator, the best auditor nought at times not catch things he 
probably should: ut we have in the daw, a you iN Wea PPrOVISLO! for 
payment of informers. I say “we have”; it is in the law and we use 
it. This Is one of those cases that was brought to our attention vy 
wn iIntormer. 

We are right now, I night sav. engaged in an investigation wl 
came about through an informer who came to us and said he wanted 
no fee, but he knew of a situation which he thoug t needed to be n 
tigated and he would be very glad to tell us what he knew about it, 
which he did. I nught Say if has turned out to be one of the most 
extensive frauds I have ever seen (voodness knows when we will 
finish checking it. but it has many ramifications and goes into a 
considerable amount of money 

The Investigation of this last case started bac n 1949 ind 
covered the years from 1942 to that time. The total additional 
and penalties recommended: were in a@ sum in excess of S525.000, 

Fictitious corporate expenses 
family were charged Into Vario is uaccounts of the corporatiol Sand 


A 
f 


1 1 e 4} 
nna personal HViIng expenses of the 


deducted Hs necessary corporat bus hess expelses o1 the corporatio 
tax returns In an amount in excess of $135,000. The imdividual 


question, by devious methods, arranged to have the corporations pay 
and charge as business expenses practically every conceivable iten 
purchased by him or his family for their personal family needs. Some 
of the items included were clothing, vacations. entertainment, news 
papers, electric bills. automobiles, ana the cost ot their operation. ns 
well as practically all other conceivable items which co id bem rehased 
for personal use. 

This particular individual, on May 28, 1954, was convicted of ey 
sion of the income taxes of one of the corporations for the fiscal vear 
1946 and for the evasion of his individual income tax for the vent 
1946 and 1947. Now listen to this: On June 2, 1954. he was sontenced 
to serve 6 months imprisomnent on each count, te be 
rently. Execution was stayed and he was released on bail pet 
appeal. 

It is to be noted that the prosecution of this case mised ent 
upon the deduction claimed by the corporation of the personal 
expenses of the controlling stockholder and his fa ilv. Gentlemen, 
that man knew what he was doing and that it was not good. Six 
months is a mighty little sentence for him to } 


ret tor whit he did, 


or tried to do to the peop] » of this cour try in that case. 

In this next case. from the lcoks of the returns of this taxpavyv - 
you would think that automobiles were very diflicult to sell during 
the years that were covered. They were the fiscal years ended June 
30, 1947, 1948, and 1949. In addition to substantially understating 
the sales, the following personal expenses were claimed as business 
expenses: Travel and entertainment account of this closely held cor 
poration included $44,000 for gift merchandise consisting mostly of 
clothing: but the agents were unable to trace this merchandise into 
the hands of any of their customers. In this same account was $35,000 
representing cash paid to officers with no other explanation that this 
represented out-of-pocket travel and entertainment expenses of the 
oflicers. 

In addition to the above alleged travel and entertainment expenses 
claimed over the 3-year period, there were also claimed as a business 
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expense such expenditures as personal jewelry, maintenance of sum 
mer home, personal grocery bills, home tele ‘phone bills, auto storage 
near residence, massages for wife and daughter, horse meat—for a 
dog, presumably—personal furniture, school tuition, wedding and 
honeymoon expenses, and other similar items. ‘These items totaled 
over $43,000 during the years shown. 

Criminal a has been recommended in this case. 

Then here is a ease which relates to an investigation of a concern 
which is a closely he ld family-owned corporation, the prince wal stock- 
holders bei ng husband and wife. The preside nt and pring ipal stock- 


holder is a prominent businessman, active in civic affairs, and a col 
lege graduate. I do not oe why we put in that last phrase. 
This case originated as a result of inquiries initiated by the special 


agent and became the ob a t of a joint investig ation, that is, a revenue 
agent and spec inl agent, covering the tax vears 1944 to 1949, inclu 
sive. Asa result of the investigation, the recommendation was made 
for the assessment of total taxes and penalties of approximately 
$90,000 against the corporation and $40,000 against the president, 
with the further recommendation that criminal proceedings be insti 
tuted against the president for income tax evasion on his individual 
returns for 2 years. 

In early 1954, the criminal complaint was filed against the president 
for the year ae The investigation was begun in 1949 and required 
approximately 3 years to complete. An extensive report of over 
300 pages was necessary to detail the case. The corporation, which 
was formed in the early 1930's, carried on extensive operations through 
three States, requiring thorough field investigation at the points of 
their various branch offices. 

The tax evasion consisted primarily of personal obligations of the 
president and members of his family being charged as business ex 
penses to the various e xpense accounts on the books of the corpora 
tion. Among the personal obligations thus paid and charged to 
corporate expenses were the expenses of decorating the personal resi- 
dence of the president, pure ‘hase of jewe Iry, payments of life-insur 
ance premiums, medical and hospital bills, and many varied personal 
expenses. 

This is another one-man corporation which used several expense 
accounts in which to hide personal expenditures. The sole stockholder 
was a stamp collector and during the years examined had purchase x 
approximately $2,700 worth of speci: ul st: unps for his private collec- 
tion and chi: arge “lit to the postage and sti imps expense account on the 
corpor: ition books. He later admitted that his collection was worth 
about $30,000 at cataloged prices. 

The insurance expense account looked unnecessarily large to the 
examining officer and upon close scrutiny it was found that over 
10.000 of the expense claimed represented premiums on the life 
insurance policy of the sole stockholder. The books did not. reflect 
the kind of policy, name of beneficiary, and so forth, and it was neces 
cary for the agent to go to the various insurance companies before he 
could determine necessary data. 


The traveling and entertainment account was loaded with various 
items including cheeks to cash and oifts., The oift item ranged from 
gold balls to television sets and art work valued at about. 8750. 
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This account also included the cost of a pleasure trip for an un- 
known customer to Florida. ‘Taxpayer was unable to give the names 
of many of the so-called customers that he entertained or gave an ex 
pensive gift therefore it was necessary to disall low a total of $12,000 
from this account. 

The amount of 8920 for real-estate taxes appeared o1 the corpora 
tion books in the pas roll taxes account although the taxpayer did 
OW) any real estate. When the sole stockholder was asked to expla hh 
the nature of the so-called real-estate taxes paid he laimed complete 
gnorance of such a payment even though it was so listed on the books. 
This is another case where the amounts disallowed to the corpora 
tioh were charged to the sole stockholder as a dividend. 

In this case here, ws seelis TO happen Ith SO Nany ¢ losely held corpo 
rations, oftentimes themselves created for tax-saving purposes, this 
seems to be another case illustratit a that the greedy vet creecdier and 
that the more you get the more you want to keep. 

This corporate officer attempted it by judiciously scattering amongst 
corporation expenses about SL 000 of personal expenses for the 3 year 
period consisting of bridles, sndd les, tanks, cameras, film, sheep, cattle, 
insurance on the family home, and so forth. 

He also found his family expensive or, at least he tried to expense 
them to the corporation for tax purposes. A 77 year old mother, a 
it vear ol | daughte roandtwosonsa re shown on the corporation books 
Ht hs aving been paid over 328,000 in salaries over the questioned years. 
However, the examiners found that his solicitude for his family did 
not extend to actual payment of the salaries nor could they find out 
that the family did anything for the corporation. 

He probably was not too happy, either, when he found these and 


ot hei ie ‘ause | ovel ali ra On In tax and penalties. 
This two family corporation claimed personal expenses as busi 
deductions on the corpor: ition returns. The wife of one of the stock 


holders was involved in an accident in which legal fees of $4.500 had 


tobe paid. This expense wound up as a corporate expense even thoug! 
the corporation Was not involved in any way Phe corporation also 
purchased two expensive nutomobiles for the exclusive use of thi 
stockholders’ families but « harged the cost and operatiol of these cars 
“as a business expense. The corporation owned a residence that was 
rented to one of he stockholders at a very nomi il sum each year. 
The expense of maintaining this home over the rental received w 
approximately $1,500 each year, so it was obvious a fair rental was 
not being charged. A substantial portion of the personal travel an« 
entertainment of the stockholders was included each year as a bus 
ness expense. 

The items shown above were disallowed to the corporation and 
picked up as income to the recipients of these extra benefits 

Now, we have a few cases here relating to some more personal res 
dences, and things that I think might be added to the record. 

This one relates to an investigation of a building contractor 
was principal stockholder, and president of a construction corpo 
tion, having gross income of approximately a million dollars a year 

A joint investigation covering the years 1947 to 1950, inelus 
( isclosed that the president of t] e corporation had built a very e 
orate personal residence, costing nearly $200,000. The entire cost 
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of which had been charged to the corporation as cost of doing bus 
ness. It was found that over a 3-year period, as the work progressed 
on his some, he instructed his bookkeeper to charge various constru 
tion costs of his home to un ‘omp vleted construction projects underw 1\ 
b \ the corporation. ( meee ntly, through the pad ling of corporate 
expenses with the cost of his person il residence, the preside mt caused 
an understatement of corporate net income. 

Our investigation has resulted in the setting up of substantial 
deficiencies against both the corporation and the president. 

A recommendation was made for the prosecution of the president, 
for willingly filing false and fraudulent individual income tax returns 
for 1947 to 1949, and for filing false and fraudulent corporation re 
turns for 1948 to 1950, inclusive. An information was filed in early 
1954, for the year 1947, to prevent the running of the statute of 
limitations. 

Mr. Kran. That has not been prosecuted yet ¢ 

Mr. Anprews. No. You see, we had a situation there where the 
statute was running, and we filed this information on him in order 
to get him into the hands of the court. 

Mr. Kean. You sent it over to the Justice Department / 

Mr. AnprRews. Yes. 

I might say that probably one of the most frequent questions which 
is asked of me is, “Where do peop le vet some of the fine homes that 
they are building today’ What do they pay for them with?” This, 
of course, is not the answer becanse this man happened to be in a posi 
tion where he could build this home and by charging some part of it 
to each of a number of contracts, why, he simp ly was able to get it 
( harged as against the earhings of his busin 1@SS, and the home cost him 
nothin oe, There have beer n other cases of that kind. 

I remember one case of i large project that was being built by the 
taxpayer and, rather ueuaie. only a few blocks away there began 
to rise a very beautiful home, the material in which, and the archite 
ture of which was identical to the project being built just down the 
street. It was later brought out that that home was charged to the 
cost of the project, and that led to other things, and that faxpavel 
paid, as I reeall it, some $385,000 or $400,000, that is. in taxes. per 
alties, and interest. 

Now you might ask, perhaps, was there criminal prosecution in the 
ust mentioned 7 You will notice that I recommended it in the 


‘ase ] 
I read. The * again you get into great areas of question, what 
| 


will Vou aces Hn nphi sh by erimil al prosecut on, can you get a Cony 
tion, and if you do not think that you can there is not much point 1} 


carrying 1t on. 


Mr. Kean. That decision is not made by you, but is made bv th 
Justice Department ? 

Mr. Anprews. We make the initial determination as to whether 
we thinl prose ution should he I'e ommended. We make recom 


mendations to the Justice Department, and they then evaluate it from 
their own pone « f view. 

Mr. Kean. Do you determine in your investigation whether yo 
feel that they can be convicted ? Do vour lawyers determine that. 
or is that done only by the Department of Justice? Do vou not send 


CA ry where von th ] } int sail . ‘ 
cases over wher ou think they ought to pe put into jail, or 1 tha 


up to the Justice Department to decide whether they can or cannot ¢ 
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Mr. Anprews. Well, I was going to say this, Mr. Chairman, that 
Mr. Taylor 1s certainly the most appropriate perso! t¢ \ wer that 


particular question, but the way I understand it is this: We have te 
make up our minds when we get a case whether we thu t oug 

be prosecuted, and, as I understand it, we may come t 
that it is not a prosecutabl ise. but if we 1 wiht t. 
is My understanding that it goes, neverthele to the Justice De} 


men to let them make the final de ( Is that correct. Mr. ‘J 

Mr. Taytor. Yes: that is substantially corr 

Mr. Kean. I think, for the record, we ought te tify the gentle 
man who made that answer. . 

Mr. Anprews. Well, Mr. Taylor Chief Ce = Mr. Dar 
Tavlor is Chief Counsel of the Internal Rev e Sery 


This one here is a two-stoekholder corporat rl tly nde} 
investigation. The stockholder-president sold his residence fe 
$30,000 to the corporation. vhich mW} ed iTeL\ ent t to hn 
for the very nominal sum of $150 per month, w h was $1.800 a year, 
or about 6 percent ot t | e Amount for wl h it x old. The CO) 
poration pays all operating expenses, 1 uding taxes, ne furniture 
and maid services for w] ly it lalms an ent expr (ie 
duc tion. Th a plus the dedi fion fo. epre Ti¢ on the reside! 
amounts to about SOO00 pe rvear. ' 

The other stockholder, who performs no services whatever for the 


corporation 1s allowed $13.000 each year as “compensation.” 

Now, our investigation shows that the president’s home, purchased 
by the corporation is not used for purpo es of entertaining custome? 
and that the entire transaction was apparently caleulated to provide 
the president with a means of escaping payment for his personal ex 
penses, and at the same time to provide the e rporation with a 
deduction. 

We are taking the position that the “compel ition” paid to the other 
stockholder will not be allowed unless a legitimate business purpose 
for the expenditure can be shown: and that the deductions claimed 
for the president’s home will also be denied since it cannot be show) 
that they were ordinary and necessary expenses incurred for business 
reasons. 

In this next case the taxpayer was 1 full practical control of a 
corporation and caused the corporation to apply SHO OOO to Improve 
ment of his own country home. \ memor indum of agreement was 
drawn, the gist of which was that taxpayer sho id remain president 
ot the corporation and live in the res dence ror a period of 5 years. 

I might say, Mr. Chairman, that these last two cases acai show 
vou the finesse or ingenuity In this matter of evasion that is beyo1 a 
their proportion of interest. 

In the event of taxpaver’s death, termination of employment 
president or removal from residence, the taxpaver or his est ite would 
be obligated to pay the corporation $1,000 per month of the unexpired 
5-year period. Taxpayer stated there was an understanding betwee 
himself and the other officers of corporation that the residence would 
be used to entertain important mal ifacturers and suppliers of mer 
chandise doing business with the corporation. The Service decided 
that only 10 percent of the S60.000 would qualify as entertainment 


; : " } 
expense and disallowed 854.000 as a deduction to the corporatior 
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This amount was added to the tuxpayer’s income Ie sulting in a defi- 


erency ot S52 YS4.60. 


Here is a case where the shotgun had two barrels, and they both 
went off at once and the kickback bruised the corporation and 
‘cai to the extent of over $104,000 in tax and penalties. This 


was not a due to nondeductible trave ‘1, entertainment, and so forth, 
but thev he 1elped. 

feed coyly away among the comport ition’s expenditures were over 
$81,000 pre sident’s e xpenses, some of which were perfectly reasonable 
and justifiable as being to the corporation’s interest, but over $60,000 
was disallowed by the agent over $30,000 of which the taxpayers did 
not even put up a weak fight, admitting the amount to be for the 
president’s personal benefit, such as repairs and improvements to two 


] 


of his mansions. These disallowances hurt twice, not only being 
disallowed as corporation a but found to be additional income 
to the president as an individual in the form of dividends. 

In addition it was found that some of the e xpenses were claimed on 
the individual’s return although the corporation had paid them. 

Now, Mr. Chairman, we have been talking about the sins of cor- 
porations, I suppose you would say the sins of big people. However 
we are not in business just to police the big ones. We are also sup- 
posed to see that the smaller taxpayers have a proper respect for their 
obligations. There are a great many more of those and, of course, we 
have a great deal to do in checking their returns. 

Here are a few cases that indicate some of the things that we have 
run across there. 

Taxpayer is a 36-year-old Phoenix truck driver, or was a truck 
driver, who filed a W-4 with his employers for each of the years 1953 
and 1954, listing three exemptions for withholding purposes. On 
his income-tax return filed for the year 1953, he claimed Daisy M. as 
a dependent daughter. Investigation disclosed that the taxpayer, 
though married, had no children or other allowable dependents. When 
confronted with these findings, the taxpayer admitted that he had 
claimed his dog Daisy Mae, as a dependent so he would have more 
takehome pay. On April 26, of this year this gentleman was sen- 
tenced to 60 days in jail. 

Mr. Kran. Mr. Commissioner, you may be interested in knowing 
that the Ways and Means Committee received a letter a short time ago 
from a lady complaining bitterly because, under medical expenses, 
she could not deduct the veterinarian expenses that she spent on her 
dog. 

Mr. Anprews. Here is a taxpayer who claimed his mother as a de- 
pendent for the years 1948, 1949, and 1950, and it was found that this 
was being done after his mother had already died. 

The taxpayer claims that he forwarded cash to general delivery, 
Chicago, IIl., and the envelope contained no return address. This 
was supposed to have been done at his mother’s request. Upon ex- 
umination the taxpayer said his mother was living in Chicago, but 
the taxpayer’s returns for 1948 and 1949 listed the mother as living 
here in Washington with the taxpayer. 

The mother was disallowed as a dependent, the 50 percent penalty 
was asserted, and criminal prosec stan has been recommended. 

People go pretty far, I think, when they claim their dead mothers 
as dependents. 
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Mr. Kran. You said in that case criminal prosecution was recom- 
mended ? 

Mr. Anprews. Yes, sir. I am of the opinion that that case has al- 
ready been tried and that this man was convicted. It seems to me that 
I read the report on that some time ago. I may be wrong. 

This taxpayer claimed his children by a former wife. During the 
examination of the prior years’ returns he was advised by the exam- 
ining officer that the children did not qualify as dependents. Fur- 
thermore, correspondence obtained by the exami ing officer from the 
taxpayer’s former wife disclosed that the taxpayer fully understood 
that he was not entitled to claim the children as depe ndents. Not- 
withstanding this fact he claimed them as dependents on his 1951 
return. 

The children, of course, will be disallowed as dependents, and it is 
contemplated the 50 percent fraud penalty and criminal prosecution 
will be recommended. 

I might say we would not recommend prosecution in the case of 
these small taxpayers except for situations that seems to us to be just 
downright deliberate and w rong, a deliberate attempt to ey ide taxes, 
recognizing as we do, that it is only natural for the smaller taxpayers 
sometimes to be confused as to what constitutes an exemption for a 
dependent or what does not. On that score, there fore, we try to take 
a liberal attitude and we bend over backward in favor of the taxpayer, 
but I do not think we can close our eyes to deliberate attempts to evade 
taxes by the claiming of dependents that the taxpayer well knows are 
not properly deductible. 

Mr. Kean. From the point of view of a court and a jury when you 
get a case involving a small amount I think it would be pretty hard 
to get a conviction. 

Mr. Anprews. Well, I do not know quite how to answer that be- 
cause not too many of those cases have been tried, but I would say 
that of the cases that have been tried and that have come to my atten- 
tion I think that the success has largely been in proportion to the 
amount of deliberateness behind them. I certainly would not say 
that I am unhappy about the outcome of those cases. 

Mr. Kean. I think that there has been a good deal of abuse in this 
dependency field. 

Mr. Anprews. There is no question in the world about it. 

Mr. Kean. But I do think that if convictions were secured, and it 
Was possible in some way—l do not know how you could do t—to 
get nationwide publicity of the fact that some of these willful viola- 
tors were being convicted and that the Service was keeping an eve on 
these things it would bring in a lot of revenue. However, it is pretty 
hard to get publicity on these small cases, I suppose. 

Mr. Anprews. Well, I should say on that, Mr. Chairman, that we 
ourselves realize the difficulty of that situation. We have done just 
about everything we could to make it plain that all the evil in the 
world did not come from people with millions. that there are some 
people not having substantial amounts who sometimes do things they 
ought not to do, especially with respect to this tax situation, and that 
we propose to deal with the situation without any special attention to 
either group, but with the same attention to all. We have done what 
we could to make that plain, and I think that the press has probably 
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done about all It can do to publ cize the fact that there have bee! 
ret them 1n these cases, 

Phe Departing nt of Justice is cooperating With us in every Way 
hat t eV Can. TI ley, of course, try them, but what vou said a moment 
Alo ul doubtedly true, Mr. Chairman, that you have to havea pretty 
good case to get a conviction, and I do not know of any effort on thi 


part of Justice to bring in anything but a pretty good case. 


Now, here is « fellow who claimed a fictitious wife and two ficti 
tious children ou lis tax returns filed for the years 1948 and 1949. On 
December 4, 1952, he was pla ed on 3 years” probation. Now, you 
notice quite a difference there between the treatment of him and some 
of these others I _— mentioned. The others were later case ~ and 
mavbe the courts ave decided since 1952 that they ought to hecome a 


little bit more stern about it. 

Now, here is a man here who claimed his divorced wife on his 
income-tax returns filed for the years 1951 and 1952. He was prose 
cuted and fined $50 plus costs and sentenced to 30 davs on one count 
and then he was fined $1 plus costs and sentenced to 30 days on an 
other count, the two sentences to run consecutively. So, you see, the 
courts do sometimes handle those cases pretty firmly. 

Sentence on the second count, however, Was suspended and the 
defendant was placed on probation for 1 year prov ided the fine. costs. 
and taxes due were paid within that year. Those taxes and penalties 
alone amounted to $360.50. 

Here is another case of il longshoreman., and he claimed five HNctitious 
dependents on his tax returns filed for the years 1950 and 1951. He 
was prosec uted and fined S500 plus costs and placed on probation fol 
08 Vears 

Mr. Ki AN. You say he claimed five dependents, but you do hot Say 
whether he had any or not. 

Mr. Anprews. No, he claimed five fictitious dependents. 

Mr. Kran. Five fictitious dependents $ 

Mr. Anprews. Yes, and he was fined $500 plus costs and placed on 
probation for 3 years. The taxes and penalties incidentally owed by 
him over the period of 5 years that we investigated ran up to $2,773.50. 

He re is another one, again a longs horeman. He claimed eight ficti 
tious dependents on his income-tax return filed for the year 1951. 

On Apr i] 19, 1954, he was fined S000 p ylus costs and p laced on proba 
tion for 3 years. So, you see we have had some action on these illegal 
dependency cases, 

I am not at all certain that it has been spread around the country 
for the word to get out that it does not pay to try to claim * pe ndents 
that you are not entitled to, but Tam quite cert: iin that our chief coun 
sel and the Justice Department are cognizant of that problem and are 
doing something about it. 

On the 1952 return filed by another taxpayer he claimed his mother 
as a dependent, and also claimed her as his wife. That is a new 
wrinkle. The case is currently under investigation and to date the 
taxpaver has failed to respond to requests for information by the 
examining oflicer. In other words, he claimed his mother as a depend 
ent and also claimed her as his wife. 

He re 1S another fraud enuse where the taxpayer filed 2 returns fon 
each of the vears 1950 and 1951 and 1 return for the year 1952, and in 
each of the returns the number of his actual exemptions were ove 
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stated. Kor the vear 1950, he claimed 5 exemptions on 1 retw ind 
Ss exemptions on the other return, For the vear 1951, he claimed 8 


exemptions on each of the returns, and he a sO ‘laimed 8 exemptions 
on the return he filed for 1952. 

The examination disclosed that the taxpayer Wis nal aduring these 
years with no dependents. . 


The taxpayer made no attempt to be even consistent 1n cla ll o 
these fictitious exemptions in that not only did the number of exemp- 
tions vary between the years, but the names of the ldre) laimed 


each vear were ditferent. 

All exemptions other than the taxpayer’s personal exemption were 
disallowed for each of the 3 years, of course, but no penalties were 
recommenced because of the apparent mental sta { V of the tax 
payer. . 

l mention that ease to dicate to vou that we trv to be reasonable 
in bad situations. 

I think you will agree with me that was a pretty bad one, but the 
pt yblem with us is that we get about 55 million pp ¢ tax return 
vear, Individual tax returns, a i covering that nun ror retul 
a very difficult job. 

We have this year, for instance, adopted a different approach to the 


matter of refunds which catches this illegal d ( i en c ya 
‘ertain extent, and we have found that by t i eretund audit 
we are able to save a very large amount of mone refunds. It. 

ny where from S800 to S1.200 a d Ly per person engaged in that activity. 


That. Mr. ¢ Aidan, Wind iy) Uhve Un pie cases ft ive bro Hh 
over with us. There are a 
They would all tell 

I believe that these pretty well run thi vamut of the kinds yf things 


that people do in order to e\ ide th in taxes or to get out of tl elm 1n one 


reat many others t tL we ould pres 


somewh it t| e same story. 


way or another. 


{ hope that we have indicated to you by what we have told you that 
we are alert to the situation, and that we are doing what reaso) ul Ly 
ean be done about it within the | mits Of OUul avgination adie ne 
Manpower which is at oul disposal. 

Congress has been, I think, very generous to us 1 approving e 


program of the expansion of our entorcement people so that we cal 
examine more returns, and we are examining more returns no hal 
we have ever examined before. so that I think the situation gene! lly 
is Improving and will mprove steadily und will continue to get better 
for some time to come. 

Mr. Byrnes. As to this enforcement situation, Mr. Commissioner, 


and the personnel problem which s involved, na ely, a sufhi {1 

ber of well-trained personnel, what 1s your general picture today ‘ 
Mr. Anprews. Well. our situation is somewhat like this: You re- 

member that when we decentralized the operate of the Revenue 


Service and required our people in the field to make decisions that wi 
felt could be more intelligently made there where the problems arose, 
we reduced considerably the necessity for personnel here in Washing 
ton, and our setup here | 


1 


somewhere in between those 2 figures. As I recall it, when we came 


has been reduce 


in there were approximately 3.900 people here in Washington. There 


are now some 24d0, I believe. Tl at has be made possl le becat 
as I say, we have pushed the decision-making authority out into the 
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field, where everybody knows what is going on and what the facts are 
and can make the best use of the information at hand. 

Let me say that, as far as the Washington headquarters Is concerned, 
that is about the end of our reduction in force. 

Since that time we have also been engaged in an overall effort to 
reduce our overhead costs wherever we could do so because we had a 
terrific need for additional enforcement people and we felt that before 
asking Congress for any more money we should try to save all the 
money we could in our present operations and improve the situation 
In that manner by transferring those savings over to enforcement. 

We have had considerable suecess with that, but we have now reached 
the point where those savings are coming a little slower, the savings 
in overhead and the savings from doing our job in a better Way and 
carrying on the different operations in a better way. We have now 
reached the point where they are coming a little bit slower, and in 
order to speed up the increased number of examinations required we 
have gone back to Congress and gotten a supplemental for 1955 so 
that we can have more revenue agents and more fraud inve stigators, 
and so forth. That ——— is coming along all right 

Mr. Byrnes. What about the situation as far as recruiting and find 
Ing pe ople is concerned ¢ 
Mr. Anprews. I am coming to that, Mr. Byrnes. Maybe this would 
be a good place to put it. In, 

We had a problem in the first year in recruiting people. Very 
frankly, we were confronted with 2 problems, or 2 obstacles, I would 
say. 

No. 1, we had an old register, about 2 years old, for revenue agents, 
and there was not very much left on it. We could not do anything 
about it, and, as I understand it, we had to exhaust that register ‘be fore 
we could have a new one, so that it was about 7 months before we got 
that old one out of the way and a new one started. But we did get a 
new one started, and we got a lot of fine peop le who ap plied and got 
on the new register, and we have been able, beginning about last De- 
cember for the first time, we began to increase rather than to show 
any decrease in the number of our agents. We had been going down 
up to that time pretty steadily, and, frankly, it looked pretty blue 
at that time. Back until December we just continued to lose them, 
and the number was dropping, but beginning in December when 
we got the new register established we began to take on more new men, 
and we now feel that situation is all right, and we feel that we can get 
people as fast as Congress will give us the money with which to hire 
them, and I would say that they are giving us that money as fast as 
we can use it intelligently. We do not want it too fast. I would like 
to have more field personnel, more agents than we have right now, but 
after all, there is a limit to our ability to absorb and assimilate them 
and get these people on the ball. That is coming along all right. 

The other problem we were up against was the fact that there was 
not only the unfortunate situation into which the Revenue Service 
had been plunged by these revelations of corruption, and that affected 
the people in the Service, but it also set up a resistance to working 
for the Revenue Service on the part of other people who might have 
otherwise come into the Service. 

We had to overcome that, and I think we have overcome it. We 
are now finding colleges and universities willing to recommend their 
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students to work for us, whereas you could not get them to do it when 
we first came in. 

Now, that situation has improved. So, the personnel availability 
is all right, sir. 

I should like, however. to go back to this whole problem that we 
are following of trying to streamline the Service and make it efficient. 

We found that we had in the field, very frankly, a great many 
people who just were not carrying their weight. 

The ‘Vy Were not con ne up to a reasonable standard of eflicien y. By 
a reasonable standard of efficien cy I do not mean up to the level of the 
very finest people that we had in an office but, rather, as in one case, | 
recall we took an average of the pel formance of the top 60 percent of 
the peop le, which seemed to be a fair basis to put it o1 We told ow 


supervisors * ‘Now keep a close record on these folks that are substand 
ard, and give them a reasonable time in which to come up to t 
average, and if they come up to it, fine, but if they do not you will 
just have to get rid of them.” 

In other words, right across the board we are increasing the e 


forcement effort of our enforcement personnel, and we are also weed 
ing out the deadwood, people who are just not produ ne. We are 
not doing it on any arbitrary basis, we are trying to be reasonabl 
about it, but again, as I have said about this matter of running dow1 
taxes, making everybody pay and treating everybody alike, 1 do not 
think we can jus stify allowing people th: e know to be substandard 
to stay on the pay roll and to be ane 6 nse to the people of this com 

try. Weare moving them out as fast as we satisfy ourselves in each 
individual case that there is inefficiency. It means that we are doing 
more work with fewer people and getting a much better job done. 

Mr. Byrnes. Speaking of this standard or average of perform- 
ance ps vou are requiritig these people in the field to come up to, I 
noticed a story in the paper recently containing criticism by some 
officer an some ‘employees’ union of the practices of the Bureau in con- 
nection with that. As I understood the article it was this perform- 
ance record and the standards that were set up. 

Mr. Anprews. I think he accused us of setting up production lines, 
quotas, or something. 

Mr. Byrnes. Yes. That leads me to ask you this question, Mr. 
Commissioner, and I ask it particularly because this committee in its 
report did condemn any elfort by the Bureau to set up a producti 
table based on dollars and cents, that an agent had to produce so many 
dollars or he was substandard and would be disciplined or would be 
kicked out. When you say that you are setting up a standard or aver- 
age of per formance, do you mean in terms of dollars and cents 
produced ? 

Mr. Anprews. No, sir; we do not have any standards of perform- 
ance in terms of dollars at any place in the Revenue Service. 

Personally I have never felt that that was any good to begin with. 
In the second place, we just cannot do it that way without creating 
an impression on the part of the public that every time an agent 
disagrees with a taxpayer he is doing it in order to increase his 
production. 

Mr. Byrnes. That is what the committee feared. 
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Mr. Anprews. We do not have any such standards as that. Our 
standards. rather, are standards of work done. We think that a 
revenue agent ought to be able to turn out a certain number of returns 
a month, and we know what a reasonable expectation is. My gosh, we 
have 10,600 of them, I think that is the number we have, and by making 
8 countrywide study we can tell what is a reasonable expectation, but 
we do not start at that point. 

The p lace at which we start 1s right at the top, and we say to the 
regional COMIMILSS ONers, “Now, look, boys, the re are J ot you. Eac h 
of you has a region. Now, we are going to hold you to the perform- 
ance of your region, and if you are substandard, if your region over- 
all j is substandard in performance, you are going to have to either get 
It 1n shape or you are going to have to vet out ot the With for some- 


body who ean get it in shape.” 

Mr. Byrnes. At that point, as to being standard or substandard, 
it does not depend on the question of how much additional revenue is 
resulting from their activity 7 

Mr. Anprews. No,sir. It is entirely a matter of how much work is 
accomplished. They have a workload which is measured roughly by 
the number of returns filed with them, how many returns do they 
examine, how much money are they collecting out of the potential 
revenue in their area and some of these are matters of instruction. 


What Iam telling you is not just as Age volume. It is the general 
poli v that no one 1s to be me: asured by t he dollars he brings in, 

We go to the next step, to the district directors, and we Say, ‘Boys 
there are 64 of you”—you see, they work under the regional commis 
sioners—“there are 64 of you. We are roing to judge you by how 


uu stack up with each other.” We are not going to judge any one of 
them by the performance of the finest district, as that would not be fair, 

d because that is too high a standard, but we strike a reasonable 
tandard, and we say to them, “If you cannot get up to a reasonable 
tandard then you will have to stand aside for some ‘body who can.” 

Phen when you get down to that level you go down to your super 
visors. ‘There are many of them, and you can te 1] what they ‘ should be 
able to get out of the people under thei ‘supe rvision, and so on down 
the line, based upon a reasonable nee of performance. We say 
CO a person, “You are roing to he judged by what you can accomplish. 
lf you do a good job there is all the op portun ity here for you that 
your ambition can envision. You can go just as far as you want 
to go. We will push vou just as fast as you can take it 

Of course, you understand that up to now we have had the Whitten 
I der that has stood in the Waly of us there, but we fee] that is the Way 
the Revenue Service has to be run if you want to gain the public’s 
respect and hold i 

Of course, In add tion to that, it h as to be run honorably. The } yub- 
lic has to know that no one can come in through influence of any kind 
whatsoever and get a deal that eve rybody else cannot Et, 1 and that is 
the way we work it. We are operating today with a great deal more 
efficiency down there than we » have oper: ited previously. 

Mr. Byrnes. Do you envision any difficulty in connection with the 
ivil-service requirements as far as the disc hi arge of those employees 
who do not come up to a certain standard of performance ? 
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Mr. Anprews. No, sir; the civil service and ourselves have been get 
ting along fine, and I would like to s Ly this. that. as a matter of fact, 
the civil service has been tremendously helpful to us. We could not 
have done what we have done without that help. We have increased 
our production enormously. 

I want to say that in every personnel action we have taken we have 
endeavored to see that it has been strictly in accordance with the civil 
service laws and regulations, the Veterans’ Preference Act, or what- 
ever other requirements we were working under, and in compara 
tively few cases has the civil service said that we have proceeded 
improperly. Am I correct in that ? 

Mr. WINKLE. Yes. 


Mr. Anprews. In other words. we are doing this thine strictly 
accordance with our laws, the way it should be done. There is no othe: 
way to do it. You might as well be realistic about E. I will be very 
frank with you, that to have to do it the w Ly We do mietimes very 


irksome. 

Mr. Byrnes. About how many cases have you lost ? 

Mr. ANDREWS, We have lost comparat ve 1\ rew ippeals oO] ( I 
administrative handling of the cases. We have id well over 1,000 
people who have wone out. and of course there have bee numel ible 
changes in position and status that have had to be reviewed. When we 
start ar. 1. f£.—— 

Mr. Martin. Are the administrative cases limited to those de Lling 
with inefficiency ¢ 

Mr. Anprews. No. That is all types of situation l'on stance, 
when you start to get rid of, say, 200 01 any number of people in what 
you call ar. i. f. you set up a chain reaction due to bumping privileges 
and veterans’ preferences and other things that involve all kinds of 
administrative actions, downgrading, and that sort of th ne. IL have 
been frankly amazed at the fact. that our peopl have been able to do 
that with no friction with the Civil Service and no injustices to the 
employees involved, and of course we want to continue that way. 

Mr. Byrnes. Once in a while an administrative officer complains he 
cannot get rid of an inefficient employee because of civil service rules 
and preferences and one thing and another, but you have had no diff 
culties of that kind as far as your administration is concerned / 

Mr. Anprews. Yes, we have had difficulties. 

Mr. Byrnes. It has not handicapped you ? 

Mr. Anprews. It handicaps us because it takes time to do something 
that obviously must be done but vou have to co throuch all the motions 
required by laws and regulations to do it. That is irksome and it is 
handicapping, but we have been able to do so far what we wanted to 
do. The main problem we have been up against has been that very 
often when actions have to be taken to reduce personnel we find out 
selves having to lose person e| we would ke t keep il d having to 
keep personnel we would like to let go. . 

Mr. Kran. Off the record. 

(Discussion off the record.) 

Mr. Byrnes. While you are here I think we should go into some of 
the things that the committee criticized i the op rations of the Bureau 


prior to vour taking over, and | thi K We Cal do it ta rly briefly. 
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One part of our investigation concerned the role of the Treasury 
Department in that we thought in some cases there was interference 
with the proper operation of the Bureau itself, now the Internal 
Revenue Service. Those cases that we particularly noted had to do 
with closing agreements, where the Treasury imposed its viewpoint 
and influenced results, and we understood at that time that the Treas- 
ury was going to delegate final authority to close all agreements to 
the Commissioner. Did they delegate that authority to you or do they 
still pass on all closing agreements? 

Mr. Anprews. That authority has been delegated. It came early 
this year. 

Mr. Byrnes. So there are no longer any closing agreements going 
to Treasury for final approval 

Mr. Anprews. No, sir. I can say as far as the Treasury is con- 
cerned the Treasury has been helpful to us in every situation and 
has not hindered us in any single situation. ‘The Secretary has given 
us pretty broad authority and they do not attempt to dictate to us 
or restrict us in any way that hinders the Service. 

Mr. Byrnes. They have not attempted to influence your judgment 
In any case ¢ 

Mr. Anprews. Not in the slightest degree in any case. 

Mr. Byrnes. It is simply a matter of consultations on policy mat- 
ters, and things of that nature? 

Mr. Anprews. The very limit to which the Treasury ever goes in 
discussing any case with us is twofold: (1) Ifa complaint is made to 
them, they pass it on to us to handle, and that is the last they hear of 
it, the last they want to hear of it, unless we think there is a matter of 
policy involved and on our own motion tell them what we did about it. 

(2) The Treasury does not interfere with us at all, but the Secretary 
naturally does feel, and we observe that strictly, whenever any ques- 
tion of policy comes up or whenever we contemplate doing something 
that we think he, as the person primarily concerned with the Service, 
should know about, we advise him. Usually it is a matter of his 
listening. We have never been told or even had a suggestion as to 
what our decision should be in any case. 

Mr. Byrnes. Another area had to do with the use of information 
returns required under section 147 (a), the provision requiring the 
reporting of information where you pay $600 or more to a person dur- 
ing the year. 

Mr. Martin. That was revised to some extent to apply to business 
only. 

Mr. Byrnes. The position of the committee was that since it is on 
the books and has a penalty attached to it, it should be enforced and 
used. Has the Service begun any program to educate the people 
that it is required, such as sending out special forms so that they will 
know they have to fill out a form? 

Mr. Anprews. Let me say this about that. We make as much use 
of that information as it seems to us to be practical. I realize that is 
not a very satisfactory answer. On the other hand, the business.of 
making complete use of information returns could be a tremendously 
expensive thing and therefore we have to make the choice, as adminis- 
trators, as to how far we can go to get the maximum possible use with- 
out having to ask for an impossibly large organization. That is one 
phase of it. 
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The other phase is this. We think the ultimate answer to that ques- 
tion probably depends upon the adoption of our proposal for the auto- 
matic calculation of taxes by us for some 35 million people instead 
of requiring them to file a tax return. That particular move, if and 
when it is made, ought to enable us more readily to deal with this 
question of information returns in the most complete and practical 
manner. Until we do that, we think that it would be a mistake to 
spend the amount of money that would be necessary to spend in order 
to make the maximum use of information returns, regardless of what it 
costs to do it. 

Do I make myself clear on that ? 

Mr. Byrnes. I realize the real problem you have in correlating the 
information returns, but I was thinking more in terms of the apparent 

failure, not so much of the Bureau to use the returns that they get, 
but their failure to get returns from people who should be filing in- 
formation returns. 

Mr. Anprews. That is true, but again the use of this elimination 
program would relieve us of requiring that information. We did not 
want to get people all hopped up about this and then come along, 
perhaps rather quickly, and make it unnecessary. I might say this, 
we have not gotten that program through this session of Congress, and 
it looks like we will not get it through until the next session, if at all. 
However, the next session is not far away and we have talked about it 
a great deal and I think everybody understands it. If that fails, we 
must reexamine the situation and go to some program of education on 
information returns and some greater use of the returns than hereto- 
fore if it is possible for us to get the money to do it. 

I do not want to leave the impression that we are not using the in- 
formation returns we get, because we are making use of a large por- 
tion of them. 

Mr. Byrnes. Another area which we did some investigating on and 
were concerned about was the matter of publication of rulings. Do 
I understand all rulings are published ? 

Mr. Anprews. There are no secret rulings. When a ruling is made 
that seems to involve a new question or which involves a question that 
has not previously been publicized, we publish that ruling in the bulle- 
tin, and we do not issue any secret rulings. Everybody has the same 
rulings to go by, and I might say our rulings have been issued very, 
very promptly. There is no more of this matter of waiting 2 or 3 
years to find out what the Government’s attitude is. We have it down 
to less than an average of a month, which is a remarkable drop. I say 
that not in the way of boasting, but it is an improvement. At this 
time we are trying to get out the regulations as quickly as possible, and 
I think priority should go to the issuance of the regulations. 

Mr. Byrnes. It would seem to me that in the ruling field, letting the 
public know what your rulings are will reduce the number of cases. 

Mr. Anprews. There is no question about it, it would reduce the 
number of misunderstandings. 

Mr. ByYRnNEs. There are a couple technical things we mentioned in 
our report. One is in connection with the Review Division under the 
Chief Counsel’s office. We suggested that a general review on a spot- 
check basis be made of all refund transactions independent of the sum 
involved. It would appear to us this Review Division had heretofore 
been primarily concerned with only the items referred to the joint 
committee. Is there any change in that 2 
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Mr. ANpbrEWws. That is a matter that goes to the Chief Counsel 
He IS here and | think j ] t would be better if you heard directly from 
him on the subject. , : 

Gentlemen, this is Mr. Daniel Taylor, the Chief Counsel of the 
Internal Revenue service, , 

Mr. Tayvor. I am not sure that I understood the question. 

Mr. Byrnes. Let me repeat it. On page 43 of our 1955 report, unde 
the subheading of the Chief Counsel's office, the observation was made 
that the Review Divisio} seemed to be occupying itself almost exclu 


lve 1\ with a review ¢ t tho e refund cases that would gO to the joint 


committee: namely, those ove SZ00.000 The recommendation wa 
made that the Review Divisi lon might better direct its activity toward 


the general review of refunds on a spot-check basis independent of thi 
1 \ ] ] 
um involved. 


Mr. Tayior. The procedure at present is to review only 


those that 
O dl come to the jolnt conmimiuttee, ‘| hose procedures have be hi under 
study and we have had quite a Tey discussio} , parti ula ly in view of 
the recent legislation reducing the jurisdictional amount to $100,000. 
Phat a problem that IS OT very much concern to us, but up to now | 

il] say that we have not broadened the jurisdiction of the Review 
Division. We have a man power escape there. 

Mr. Byrnes. But that i inder sti ly ¢ id observation at the prese 
time ¢ 

Mr. Taywor. It is. 

Mr. By RNES. And also, ul de} the same heading ot ( ‘hief Cou se]’s 
office reference Is made to the Court of Appeals Section being abol 

hed. Have you given that matter study and what is the situation ? 

Mr. Taynor. That is a matter which requires joint study by the De 
partment of Justice and my office. We still maintain a force there to 
help prepare the reeords on ippeal in Tax Court cases. I am frank to 
say that that is one problem that [ have not had an opportunity to get 
into during the short time that I have been down there. 

Mr. Byrnes. The chief objective was to avoid the duplicat on 
which is inherent in the div ided authority between the service, which 
originates the cases, and the Justice Department, that has to try them. 
But it had occurred to us that here was an area where some of the 
duplication could be reduced. That is under study too, as I under- 
stand it? 

Mr. Taytor. The question of duplication of effort between my office 
and the Department of Justice is one that I have been very much 
concerned about and I have oiven considerable thought to the various 
areas of that duplication. We have not yet worked out any program 
along that line which would tend, in my opinion, to eliminate the 
dup! ‘ation There is some of it, I am thoroughly satisfied, that can 
be very well eliminated. ‘That, too, is a matter that requires furthe1 
study, and I certainly hope to give further study to it. 

Mr. Byrnes. That is all, Mr. Chairman. 

Mr. Kran. Mr. Andrews, we did not put anything in 8300 about 
tha people who signed returns, did we? We made a recommenda 
tion that anybody who, rol compensation, assists 1n preparing any tax 


return for another be required, under an appropriate penalty, to 
state his name and address on such return. I believe we discussed in 
the Ways and Means Committee including such a provision, and my 
thought is that we ended up without it. 

Mr. ANDREWS. My) recoll tion Is that we prep varecdt ¢ a recommen- 
dation what seemed to me to be a ve ry 2ood solution to that problem, 





but at the moment the details of it ship my mind. Let me refre my 
memory from Mr. Sugarman. because I reeall that we discussed 

(After conferring with Mr. Sugarman:) The suggestion that we 
made was that the law carry a provisio req ring the taxpayel to 
put on the return who helped him with it. That seemed to us to be 
perhaps the best way to handle it. The suggestio | not get into 
the bill, as I understand, but Mr. Sugarman indicates he thinks pet 
haps we might be able to do t at administratively 

Mr. Kean. You might be able to do it adn tively and with a 
penalty ¢ 

Mr. ANprews. I do not Lorne uld put a pe ty 

Mr. Kean. Anything that there is no penalty for not very effe 


tive as an enfor ement inducement. 
Mr. Anprews. I agree with that; but I suppose if we have the right 


to do that admin tratively, then the taxpayer would e subject, cer 
tainly, to some kind of penalty for not making out the return as it 
should be mace out. Ko. Inst mnce, : ppt ( ( ed rt ina e core 
not give it. Then he is guilty of omitting information and of filing 


to that extent. a false return. 

Mr. Byrnes. You have authority under section 54 to prescribe the 
form of the return, which does carry a penalty with it 

Mir. Awnprews. Mr. Sugarman suggests we can do it administra- 
tively, and if we can we w ll do t. bec iuse I certa Y ivree t it some- 
thing should be done about it 

Mr. Kean. Any other questions ? 

I think, Mr. Commissioner, that if by any misfortune the Congress 


is still in session week after next, we might want to have you in execu 
tive session for a short time to discuss the questions Mr. Byrnes was 
asking which you felt vou did not want to answe! public session. I 


hope that Congress will not be in session. 

Mr. Anprews. Let me say it was not a matter of not wanting to 
answer, but I did not want to betray trade secrets. 

Mr. Byrnes. That would only take a few minutes, would it not ? 

Mr. Anprews. Yes. 

Mr. Byrnes. Are you free at this moment? 

Mr. Anprews. Yes. 

Mr. Byrnes. I move we go into executive session. 

Mr. Kran. All right. I want to say something before we close. 
Although under the reorganization bill the Ways and Means Com 
mittee has the responsibility of constant study as to how the laws 
which we pass are being administered, we hope there will be no need 
for a special committee in the future to devote so much time as we 
have to such surveillance. So this is probably the last public meeting 
of this committee. I think we can look back with satisfaction on our 
accomplishments. There has been ho polit cs in this committee. ‘| he 
subcommittee, both under Mr. King in the 82d Congress, and in this 
Congress, has been nonpartisan in all its activities, and I think all 
members of this subcommittee ot both parties can be proud of the r 
work. 

The public session is adjourned. We will go into executive session. 

(Thereupon, at 12:40 p. m., the subcommittee went into executive 
session. ) 


x 





